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Exchange rates 

 

In the conversion of financial data presented in this report, the following annual average exchange 

rates were used:  

Table 1. Exchange Rates, Annual average 

Source: EBRD Transition Report 2009. 

 

 

 

 2006 2007 2008 2009 

Armenia, Drams per USD 416 342.1 304.1 360.18 

Azerbaijan, Manats per USD 0.9 0.9 0.8 0.8 

Belarus, Belarusian roubles per USD 2144.6 2146 2136.7 3002.50 

Georgia, Laris per USD 1.8 1.7 1.5 1.79 

Kazakhstan, Tenges per USD 126.1 122.6 120.3 147.63 

Kyrgyz Republic, Soms per USD 40.2 37.3 36.6 46.71 

Moldova, Lei per USD 13.1 12.1 10.4 11.83 

Russia, Roubles per USD 27.2 25.6 24.9 30.57 

Ukraine, Hryvnias per USD 5.1 5.1 5.3 7.95 

Uzbekistan, Sums per USD 1219.8 1263.7 1320.2 1636 
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EXECUTIVE SUMMARY 

1. The relevance of public support for environmental programmes does not fade in EECCA even if 

the region is gradually reducing the size of its formerly huge public sector. On the contrary, the region’s 

specific problems make public environmental expenditure crucial for addressing environmental problems 

and, more broadly, promoting a greener model of development. Traditionally, however, the environmental 

sector in EECCA exhibits a limited capacity to attract domestic public financing. As the effects of the 

global economic and financial crisis are having a growing impact on public budgets in the region, and as 

donors shift to new approaches of delivering aid via country systems, this sector becomes increasingly 

vulnerable to underfunding.  

2. In this context, the OECD/EAP Task Force has continued its analytical work to monitor trends in 

public environmental expenditure in the region. In addition, new work has been launched to clarify the 

sector’s ability to respond to an ever increasing in-country competition for budgetary resources and its 

integration not only in national-level strategies and plans, but also in related annual budgets.  

3. This work took the form of a regional survey, involving ten EECCA countries, namely: Armenia, 

Azerbaijan, Belarus, Georgia, Kazakhstan, the Kyrgyz Republic, Moldova, the Russian Federation, 

Ukraine, and Uzbekistan. A key objective of this survey was to analyse whether policy, legal, 

organisational and knowledge-related preconditions for achieving the financial sustainability of the 

environmental sector are in place in the participating countries. The survey was designed along the main 

directions of public finance management reforms in the region, reflecting, in particular, the shift towards 

budgets based on medium-term expenditure frameworks (MTEFs).  

4. In its most advanced form, MTEF is a tool that helps public authorities to structure the budget 

around programmes that are developed in line with policy objectives and linked to specific outcomes, thus 

aiming to integrate policy, activity planning and annual budgets. Although adopted from a wider public 

sector reform perspective, this new way of planning is particularly suited to the needs of the environmental 

sector. As OECD practice testifies, the long-term nature of some environmental policies and infrastructure 

development needs clearly benefit from the stability created by MTEFs. More generally, financially sound 

environmental programmes stand a better chance of obtaining adequate funding. Even when there is a need 

for budget cuts, such programmes will suffer less damage, particularly if their policy relevance is well-

documented. 

5. Results obtained through the regional survey reveal a significant progress on enacting reforms of 

public finance management (PFM) in EECCA. For instance, most countries in the region: consolidated 

their various government sources (e.g. extra-budgetary funds, public investment programmes, quasi-fiscal 

activities); introduced full classification of government revenues and expenditure by economic, functional, 

organisational, programme codes; improved medium-term macro-economic and fiscal projections and 

imposed top-down expenditure ceilings on initial ministries’ allocations. In order to better control the 

expenditure of public entities, EECCA countries created Chambers of Audits and treasury systems as well 

as introduced single treasury accounts. Also countries adopted modern comprehensive Budget Codes, 

which introduced, in a form or another, the use of MTEF and performance-oriented budgeting. 
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6. The adoption of MTEFs, however, has hardly changed the political stance of budgetary 

processes. In EECCA, MTEFs have often been adopted driven by external financing conditionality. 

Relevant macro-economic projections, medium-term programme costs and performance information are 

rarely used in policy debates on financing of priorities in the legislature. While MTEFs are regularly 

developed by governments, they are not politically endorsed by parliaments. If applied in such a 

formalistic way, MTEF will remain a technocratic exercise of little practical value. 

7. At the same time, data collected and analysed as part of the survey show that the financial 

sustainability of the environmental sector is further eroding, and public environmental expenditure remains 

extremely opaque and fragmented. While in absolute terms, in the three pre-crisis years, domestic public 

expenditure were generally increasing, as a share of GDP domestic public environmental expenditure were 

decreasing (at least in most countries that provided data). Most public resources go to nature protection and 

conservation or water resource management. Public environmental investments are generally extremely 

low since most countries support current rather than investment expenditure. Given the complex nature of 

the environmental sector, the actual picture may be more nuanced: due to the fact that the data on public 

environmental expenditure, provided by the countries, are very patchy and inconsistent, it is often difficult 

to obtain a precise snapshot of the situation with public environmental financing in EECCA. The lack of 

reliable public expenditure data needs special attention since poor data does not allow policy-makers to 

take informed decisions. 

8. The report makes the conclusion that because of limited capacity, the environmental sector 

benefits only marginally from PFM reforms in EECCA:  

 Despite of the programmatic medium-term budgeting approach, adopted by most of the EECCA 

countries, the programming process in the ministries of environment is generally weak and not 

sufficiently well understood;  

 While many countries have invested significant resources in developing programmes as a basis of 

the MTEF process, these programmes are poorly costed and not supported by financial strategies, 

market studies or feasibility analyses. Only investment data are calculated, operating and 

maintenance costs are not considered, as a result, programme estimates are not sufficiently 

robust;  

 Programmes often lack clear and measurable environmental targets, performance indicators 

(particularly for the investment part) are not consistent across the years of programme 

implementation. Therefore, the link of these programme estimates with the annual budget 

allocations is rather poor;  

 Due to the lack of robust criteria, rules and procedures and proper institutional arrangements, the 

management of investment projects (appraisal, selection and monitoring) is particularly weak in 

EECCA.   

9. The poor management of public environmental expenditure programmes leads to further 

dissipation of public funds and weakens the claim of environment ministries for maintaining or increasing 

their budget allocations. If not addressed, procedural and organisational flaws are likely to limit the finance 

absorption capacity of the sector, including against the background of shifting approaches in donor 

financing. 
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10. Addressing this conundrum of problems requires action by ministries of environment, but also by 

the ministries of finance and the government as a whole, with an important supportive role to be played by 

donors. More specifically, the following major interventions are suggested: 

 On the side of EECCA ministries of environment: 

 Develop and review medium-term public environmental expenditure programmes by using 

state-of-the-art analytical tools for economic and financial evaluation, in order to ensure 

feasibility, affordability and cost-effectiveness of the programmes offered for inclusion in the 

MTEF process;  

 Increase their capacity in designing and costing of medium-term programmes in order to 

ensure the effective link of these programmes with the annual budget process;  

 Implement good international practices in managing public environmental expenditure and 

train their staff in appraisal and financing of investment projects;  

 Improve the information and data basis for preparing medium-term programmes and build the 

capacity of their staff (and of statistical services) in internationally-recognised methodologies 

and environmental expenditure classifications;  

 Ensure the increased transparency of public environmental expenditure, and accountability 

for results, including by developing and maintaining a database of all public environmental 

expenditure programmes; 

 On the side of EECCA ministries of finance and governments as a whole: 

 Take a more gradual approach to PFM reforms, adjusted to political demand and capacity 

within the government; 

 Continue the alignment of legal frameworks for PFM with good international practice, 

particularly as concerns budget classification;  

 Make further procedural adjustments to ensure fiscal discipline and increased transparency of 

public expenditure, e.g. by improving overall reporting and information disclosure 

requirements, as well as by strengthening internal control and external auditing;  

 Develop government-wide guidelines for the preparation and costing of environmental 

programmes and introduce cost-effectiveness as a criterion of project and programme 

appraisal and of performance evaluation for all government agencies managing public 

expenditures for the environment  

 On the side of donors:  

 Further implement the Paris Declaration on Aid Effectiveness, particularly as concerns the 

provision of information on the amounts and timing of aid, and by aligning their priorities 

with country priorities; 

 Support capacity development, e.g. the development of specific skills in EECCA ministries of 

environment related to analysing costs and benefits of environmental policies and 

programmes and the development of appropriate analytical tools. 
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РЕЗЮМЕ ОТЧЕТА 

Значение государственной поддержки природоохранных программ в странах Восточной 

Европы, Кавказа и Центральной Азии (ВЕКЦА) не уменьшается – даже на фоне постепенного 

сокращения в регионе чрезмерных размеров государственного сектора. Напротив, специфика 

ситуации в регионе требует более активной интеграции природоохранных расходов в систему 

государственного финансирования и, в более общем смысле, поддержки «зеленой» модели 

развития. Однако на протяжении достаточно долгого периода природоохранный сектор в странах 

ВЕКЦА финансировался по остаточному принципу. По мере того, как в регионе усугубляются 

последствия мирового финансово-экономического кризиса для государственных бюджетов, и 

доноры меняют форму предоставления помощи, все больше используя механизм поддержки 

консолидированного бюджета, природоохранный сектор стран ВЕКЦА все более ощущает на себе 

недостаточность финансирования. 

В этих обстоятельствах Организация экономического сотрудничества и развития (ОЭСР) 

продолжила начатую ранее аналитическую работу, направленную на осмысление масштаба и 

причин недостаточной финансовой устойчивости природоохранного сектора в регионе. Эта работа 

проводится в рамках Специальной рабочей группы по реализации Программы действий в области 

охраны окружающей среды (СРГ ПДООС). Кроме того, после 2008 г. были инициированы новые 

исследования, призванные оценить способность этого сектора надлежащим образом конкурировать 

за бюджетные ресурсы (а такая конкуренция все более усиливается) и возможность интеграции 

природоохранной деятельности не только в национальные стратегии и планы, но и в соотнесенные 

с ними бюджеты.  

Эта работа проводилась в форме регионального исследования, охватывающего десять стран 

ВЕКЦА – Азербайджан, Армению, Беларусь, Грузию, Казахстан, Кыргызскую Республику, 

Молдову, Российскую Федерацию, Узбекистан и Украину. Одна из основных целей исследования 

заключалась в анализе условий – политических, правовых, организационных – и компетенций, 

существующих в странах-участницах, с точки зрения того, насколько эти условия и компетенции 

способны обеспечить финансовую устойчивость природоохранного сектора. Исследование было 

спланировано так, чтобы отражать основные направления реформирования системы управления 

государственными финансами, в том числе такую тенденцию как использование инструментов 

среднесрочного бюджетного планирования в подготовке бюджетов.  

В своей наиболее прогрессивной форме среднесрочное бюджетное планирование представляет 

собой инструмент, помогающий правительствам структурировать бюджет вокруг программ, 

разработанных в соответствии с целями политики и привязанных к конкретным результатам, и, 

таким образом, объединять в одно целое меры политики, планирование деятельности и годовые 

бюджеты. Исторически, среднесрочное бюджетное планирование получило развитие как 

эффективный инструмент реформирования госсектора в целом, но практика показала, что оно 

особенно подходит для реформирования природоохранного сектора. Опыт ОЭСР отчетливо 

свидетельствует о том, что среднесрочное бюджетное планирование привносит в долгосрочную 

природоохранную политику и политику инфраструктурного развития столь необходимую 

стабильность, а в более общем смысле важно то, что грамотно разработанные природоохранные 

программы имеют бόльший шанс на адекватное финансирование. Даже в обстоятельствах, 



 ENV/EPOC/EAP(2011)2 

 11 

требующих сокращения бюджетных расходов, такие программы пострадают меньше, особенно 

если удастся хорошо аргументировать их актуальность и значение для целей политики. 

Результаты исследования указывают на то, что страны ВЕКЦА достигли определенных 

результатов в процессе реформирования системы управления государственными финансами. Так, 

большинство стран региона консолидировали различные источники государственного 

финансирования (такие как, например, внебюджетные фонды, государственные инвестиционные 

программы, квазифискальные операции). Была введена полная классификация государственных 

доходов и расходов на основе экономической, функциональной, ведомственной кодификации и 

кодификации по источникам финансирования. Совершенствуется практика среднесрочного 

макроэкономического и бюджетно-финансового прогнозирования и устанавливаются лимиты 

расходов («сверху вниз») по первоначальным ассигнованиям отраслевых министерств. В целях 

совершенствования контроля за расходами государственных организаций, страны ВЕКЦА создали 

счетные палаты и казначейские системы, а также ввели единые казначейские счета. Кроме того, 

были приняты современные бюджетные кодексы, способствующие реформам систем управления 

государственными финансами, включая среднесрочное бюджетное планирование, бюджетирование 

программ и бюджетный процесс, ориентированный на результат.  

Однако внедрение среднесрочного бюджетного планирования почти не повлияло на 

политические аспекты бюджетного процесса. Среднесрочное бюджетное планирование зачастую 

внедряется по требованию доноров и международных финансовых институтов. Среднесрочные 

макроэкономические прогнозы, расчет стоимости программ и информация по результатам редко 

используются законодателями в политических дебатах о приоритетах финансирования. Структуры 

среднесрочного планирования бюджетных расходов разрабатываются, но не утверждаются 

парламентами.  При таком формальном подходе к среднесрочному бюджетному планированию оно 

останется занятием для технических специалистов, имеющим минимальную практическую пользу.  

В то же время, данные собранные в рамках исследования свидетельствуют о том, что в целом 

финансовая устойчивость природоохранного сектора уменьшается и государственные 

природоохранные расходы остаются чрезмерно фрагментированными и недостаточно 

прозрачными. Хотя в абсолютных значениях в течение трех лет, предшествовавших  кризису, 

государственное финансирование природоохранных  расходов на национальном уровне в целом 

увеличивалось, в процентах от Валового внутреннего продукта государственное финансирование 

природоохранных расходов сокращалось (во всяком случае, в большинстве стран, предоставивших 

данные). Бόльшая часть государственных средств  направляется на сохранение и защиту природы 

или в сферу управления водными ресурсами. Большинство стран поддерживают текущие расходы, 

а не капиталовложения – как правило, государственные природоохранные инвестиции находятся на 

чрезвычайно низком уровне. Возможно, что с учетом сложного характера природоохранного 

сектора реальная картина менее однозначна, однако из-за того, что страны предоставили слишком 

несистематические и несогласованные данные по государственным природоохранным расходам, 

зачастую трудно получить точное представление о ситуации с государственным природоохранным 

финансированием в тех или иных странах ВЕКЦА.  Отсутствие надежных данных по 

государственным расходам –проблема, требующая особого внимания поскольку нехватка данных 

не позволяет политикам принимать обоснованные решения. 
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Исследование позволяет сделать вывод, что из-за недостаточного потенциала 

природоохранный сектор лишь в незначительной степени выигрывает от реформирования системы 

управления государственными финансами:  

 Несмотря на то, что в большинстве стран ВЕКЦА принят «программный» среднесрочный 

подход к подготовке бюджетов, в природоохранных министерствах этот процесс, в целом, 

остается на низком уровне и понимается плохо;  

 Хотя многие страны вкладывают значительные средства в разработку программ в развитие 

среднесрочного бюджетного планирования, стоимость этих программ не рассчитывается 

надлежащим образом, и программы не поддержаны финансовыми стратегиями, анализом 

рынка и технико-экономическими обоснованиями. Рассчитываются только данные по 

капиталовложениям, а затраты на эксплуатацию и техническое обслуживание не 

учитываются, из-за чего оценки по программам не представляются достаточно 

надежными;  

 В программах зачастую отсутствуют четкие и измеряемые природоохранные цели, а 

показатели результативности не согласованы на весь период выполнения программы 

(особенно в отношении капиталовложений). Таким образом, оценки по таким программам 

плохо соотнесены с ежегодными бюджетными ассигнованиями;  

 Из-за отсутствия четких и надежных процедур, правил и критериев и надлежащих 

институциональных механизмов в поддержку проектного цикла управление 

инвестиционными проектами (оценка, отбор и мониторинг) в регионе ВЕКЦА 

представляется особенно слабым.   

Ненадлежащее управление программами государственных природоохранных расходов 

усугубляет проблему распыления государственных ресурсов и зачастую лишает природоохранные 

министерства возможности аргументировано настаивать на сохранении или увеличении уровня 

бюджетных ассигнований. Проблемы процедурного и организационного характера ограничивают 

возможности сектора в отношении освоения выделяемых ассигнований, в том числе в контексте 

использования донорами новых подходов к предоставлению помощи.    

Этот сгусток проблем требует решения на базе согласованных действий со стороны 

министерств охраны окружающей среды, финансов, и правительства в целом. Доноры могут играть 

важную поддерживающую роль. В исследовании предлагаются следующие основные меры: 

 Со стороны министерств окружающей среды стран ВЕКЦА необходимо: 

 Разрабатывать и проводить оценку среднесрочных государственных программ 

природоохранных расходов с помощью современных аналитических инструментов в 

целях обеспечения их технико-экономической обоснованности, финансовой 

доступности и эффективности;  

 Развивать потенциал в области разработки среднесрочных программ и планирования 

расходов по ним в целях обеспечения эффективной взаимосвязи этих программ с 

годовым бюджетным процессом;  

 Внедрить лучшую международную практику в области управления государственными 

природоохранными расходами и повысить квалификацию сотрудников в области 

оценки и финансирования инвестиционных проектов;  
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 Улучшить информационную базу данных для подготовки среднесрочных программ и 

наращивания потенциала своих сотрудников (а также сотрудников статистических 

служб) в соответствии с всемирно-признанными методиками и классификациями 

природоохранных расходов; 

 Увеличить прозрачность и подотчетность природоохранных расходов, в том числе 

посредством разработки и поддержания специализированных баз данных по 

природоохранным программам, финансируемым из публичных источников.  

 Министерствам финансов стран ВЕКЦА необходимо: 

 Подходить более продуманно и поэтапно к реализации реформ государственных 

финансов, в зависимости от наличия реального политического и общественного 

«заказа», а также потенциала внутри государственных органов; 

 Продолжить гармонизацию законодательной базы с наилучшей международной 

практикой, особенно в том, что касается подходов к классификации бюджета;  

 Далее внедрять процедурные требования для обеспечения финансовой дисциплины и 

прозрачности государственных учреждений, планирующих и осуществляющих 

расходы, например за счет улучшения требований для составления отчетности и 

доступности информации, а также путем укрепления внутреннего контроля и 

привлечения внешнего аудита;  

 Разработать методические указания (единые для всех государственных учреждений, 

управляющих природоохранными расходами) для подготовки и планирования 

расходов по природоохранным программам и ввести «экономическую эффективность» 

в качестве критерия для оценки проектов и программ и определения их 

эффективности.  

 Доноры могут:  

 Продолжить внедрение Парижской декларации по эффективности международной 

помощи, особенно в части ее требований о предоставлении странам информации по 

величине и срокам предоставления помощи, а также в том, что касается гармонизации 

приоритетов финансирования с приоритетами самих стран; 

 Оказывать поддержку развитию потенциала, например, навыков в министерствах 

окружающей среды стран ВЕКЦА, связанных с анализом затрат и выгод от 

экологической политики и природоохранных программ, или поддержку для разработки 

и использования соответствующих инструментов анализа.  
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PART I. CROSS-COUNTRY ANALYSIS 
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CHAPTER I. INTRODUCTION 

11. Over the last two decades, the countries of Eastern Europe, Caucasus and Central Asia (EECCA) 

have undergone significant political and economic reforms. As part of this reform agenda, they have 

started modernising their public administration institutions and, more specifically, expenditure 

management practices, bringing them closer to international standards. Though impressive progress was 

achieved in this area, the recent global financial and economic crisis has revealed a multitude of remaining 

structural weaknesses in the public financial systems of the EECCA countries that badly affected their 

economic performance. The authorities reacted by adopting comprehensive anti-crisis policy response 

packages, often supported by the International Monetary Fund (IMF) and other international financial 

institutions. While this crisis is a real challenge to the EECCA economies, it also provides an opportunity 

for the governments to speed up the implementation of public finance reforms in order to provide a 

healthier basis for further development. 

1.1. Objectives and context of the survey 

12. This report aims to help EECCA countries’ environmental administrations to harness the 

potential benefits of the on-going public finance reforms. In particular, this concerns the shift to multi-year 

budgeting, such as allocation of resources in line with programmatic needs and priorities, predictability and 

stability of funding, consolidation of various sources of financing, and, ultimately, a more effective use of 

public money for achieving environmental goals. More specifically, the extent to what the environmental 

sector in EECCA countries is integrated into the medium-term budgetary processes is analysed in the 

report. On this basis, the opportunities for, and limits to, achieving the financial sustainability of the public 

environmental programmes are identified.  

13. Ten EECCA countries participated in the survey, namely Armenia, Azerbaijan, Belarus, Georgia, 

Kazakhstan, the Kyrgyz Republic, Moldova, the Russian Federation, Ukraine and Uzbekistan. It involved 

both ministries of environment and finance. 

14. The report was prepared within the framework of the Task Force for the Implementation of the 

Environmental Action Programme for Central and Eastern Europe (EAP Task Force). The results from this 

study provide an input to discussions during the next “Environment for Europe” conference which will 

take place in Astana, Kazakhstan in 2011. The views expressed in this report are those of the authors and 

do not necessarily reflect those of the OECD or its member countries. 

1.2. The applied analytical framework, review methodology and process  

15. The survey was designed along the main directions of public finance management reforms in the 

region, reflecting, in particular, the shift towards budgets based on the so-called “medium-term expenditure 

frameworks” (MTEFs). The MTEF development process consists of a top-down establishment of the 

resource envelope for public authorities, a bottom-up estimation of the current and medium-term costs of 

existing and new policies by these authorities themselves, and a political process aiming at matching the 

estimated costs with available resources in the context of the annual budget process. In the best case, an 

MTEF implies that the annual budget is structured around broad programmes which are defined along 

government policy objectives and linked to specific outcomes. There where the MTEF approach is applied, 

annual budgetary negotiations focus on new policies with costs of on-going programmes being updated 

only on technical grounds based on the multi-year estimates prepared the previous years. 
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16. The OECD secretariat started the survey process by developing an overall analytical framework. 

Based on international benchmarks, which are not environment specific but are relevant to the whole 

public sector, the major questions to be addressed were identified for a small number of key areas of 

reform, which are as follows: 

 Policy drive behind budget allocation: Do strategic priorities drive budget preparation? Are they 

revisited during this process? 

 Intra-government coherence and fiscal discipline: Is there a unified “whole-of-government” 

approach that encompasses all sectors? Is a “top-down” hard budget constraint provided to line 

ministries? Does this budget constraint ensure macroeconomic sustainability by limiting overall 

levels of spending over the medium-term?  

 Sectoral ownership: Is the “bottom-up” costing of policies and programmes applied? 

 Consistency of implementation: Does a strong and clear link between MTEF projections and the 

annual budget exist? Has a single political process been put in place to reconcile the bottom-up 

and top-down components of the resource allocation decisions?  

 Procedural soundness: Has the government developed a set of clear and robust procedures, rules 

and criteria for identifying and selecting projects that will be financed from medium-term 

programmes?  

 Availability and use of tools in support to evidence-based decisions: Is budget allocation based 

on expenditure reviews and other studies? 

 Transparency and accountability: Are accountability rules relying on monitoring and evaluation 

of results (i.e. outputs and outcomes) rather than on financial inputs?  

17. The above “checklist” was then used to prepare a detailed survey questionnaire, which was 

discussed and agreed with participating countries at a meeting in June 2009. Data collection was carried 

out by civil servants from EECCA countries from both ministries of environment and ministries of finance, 

the whole set of responses being available to the Secretariat in February-March 2010. Data verification and 

collation took some three months, while the report drafting was done in parallel with this process in the 

period February-September 2010.  

18. Given the EAP Task Force’s mandate to work mostly with environmental ministries, the survey, 

unfortunately, did not involve line ministries that may have environmentally-related programmes. 

Involving other government stakeholders would clearly benefit the soundness of analysis and should be 

envisaged in the future. Another problem linked to the relatively early start of the survey was the initial cut 

off date for most of the financial data – the end of 2008, which may have made public expenditure 

information overly optimistic in comparison with its current state, after public finances were hit by the 

crisis. To improve the analysis and better understand the challenges posed by the recent crisis, at its 2010 

November meeting, REPIN members agreed to provide additional data for the year 2009. These additional 

data however are not reflected in the current draft, as a number of countries, due to internal political 

processes, were late with providing the data and submitted them to the Secretariat only very recently. 

These most recent data however will be reflected in the final version of the report. 

19. The governments of the Netherlands and Switzerland provided financial support for the project. 

The project was implemented under the overall guidance and supervision of the OECD EAP Task Force 

and with the support of EECCA country experts. 
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1.3. Target audience and structure of the report 

20. The report may be of interest to diverse audience. Primarily, it responds to the needs of political 

staff and civil servants from ministries of environment who are willing to enhance their knowledge and 

understanding of modern budgetary systems in order to be able to effectively communicate with peers in 

central planning (finance and economic affairs) ministries. At the same time, the report aims to inform staff 

from the latter ministries, as well as other government and parliamentary officials about challenges faced 

by the environmental sector. Another target group are donors who, despite moving to direct budget 

support, would like to ensure that the environment sector is not marginalised in the process of budget 

allocation. On the whole, the report may be used as a basis for discussion and consensus-building within 

the national governments and internationally on making public environmental expenditure management a 

real tool for promoting environmental improvements in EECCA. 

21. The report is divided into two parts, including a comparative analysis (Part 1) and country 

profiles (Part 2). Part 1 is divided into four major chapters. Chapter 2 briefly introduces the main features 

of the regional and international context in which the main public administration and public finance 

reforms have taken place, including in the environmental sector in EECCA. Chapter 3 provides an 

overview of the public environmental finances in the surveyed countries. Chapter 4 focuses on reforms in 

the public finance management systems in the region while Chapter 5 discusses the specifics of budget 

planning and management in the environmental sector and the challenges of increasing the financial 

sustainability within the environmental sector. The report finishes with a summary of the major findings 

that emerge from the analysis and suggests a number of recommendations for improving medium-term 

budgetary practices in general and in the environmental sector in EECCA in particular. It also offers some 

thoughts on how donors can help in this regard. While it may look like chapter four is not of direct interest 

to the ministries of environment, staff of these ministries also need to be aware of the basics that underpin 

the budgetary process in order to be able to effectively communicate with their ministries of finance and 

economy. In this context, the report provides an opportunity and may be used as a basis for discussion and 

consensus-building within the governments on future reforms in the public environmental expenditure 

management systems in the EECCA countries. 

1.4 The MTEF approach: a brief overview 

22. At its heart, the MTEF approach seeks to link expenditure allocations to government policy 

priorities using a medium-term perspective (i.e. three to five year time horizon) to the budget planning 

process. Commonly viewed as a set of broad principles for sound budgeting, the MTEF-based budgeting is 

implemented in different ways in different institutional settings. This “institutional sensitivity” is crucial 

for a successful use of MTEFs. Defined in more technical terms
1
, an MTEF consists of: (i) a top-down 

allocation of the budget envelope; (ii) a bottom-up estimation of the current and medium-term costs of 

existing and new policies, and (iii) a process of matching costs with available resources in the context of 

the annual budget cycle.  

23. In its most advanced form, an MTEF implies that the annual budget is structured around broad 

programmes which are defined in line with policy objectives and specific outcomes. Annual budgetary 

negotiations focus on new policies while costs of on-going programmes are updated only on technical 

grounds. The update is based on the multi-year estimates prepared the previous years. These and other core 

elements of an MTEF methodology are described in Box 1.  

                                                      
1
 World Bank (1998). 
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Box 1. Internationally-recognised benchmarks for an effective MTEF 

A unified “whole-of-government” approach that encompasses all sectors. In order to ensure a genuinely strategic 

resource allocation, the MTEF cannot be partial in coverage. Sectoral access to external funds may undermine this 
mechanism, principally because of the resource fragmentation and inefficiencies created by earmarked donor funding. 
Direct budget support is designed to help avoid such negative impacts.  

A “top-down” hard budget constraint consistent with macroeconomic sustainability that limits spending levels over 

the medium-term. This should involve credible, realistic resource projections that are based on explicit and carefully 
considered macroeconomic assumptions. Mechanisms should exist to relieve administrative or political pressures for 
overoptimistic forecasts. The budget constraint should ideally be backed by political commitment from the executive 
and legislative branches and set in coordination with the various levels of government involved in the conduct of fiscal 
policy.  

A “top-down” set of strategic policy priorities that, together with the hard budget constraint, drive and are reviewed 

during the strategic phase of budget preparation. Decisions made during this phase will guide the detailed preparation 
of budget and MTEF estimates.  

“Bottom-up” forward estimates of the costs of existing policies as well as new programmes and activities over the 

medium-term supported by expenditure reviews. To have credible and robust estimates, the institution coordinating the 
MTEF process provides adequate guidance to the line ministries on the preparation of programme/policy estimates 
(including, among others, various assumptions needed for calculating the programme estimates, such as GDP growth, 
inflation rate, demographic changes, discount rates to be used, etc.).  

A single nationally owned political process at the centre of government that reconciles the bottom-up and top-

down components, forcing policy priorities to be established within the overall resource constraint through resource 
allocation decisions. This includes the reallocation of resources from one sector to another (on the basis of transparent 

rules) as well as the allocation of any additional money or “fiscal space
2
” that arises for new policy initiatives.  

A strong and clear link between MTEF projections and the annual budget process, so that multi-annual targets 

(duly updated for changes in the macroeconomic situation) set in the previous years form the basis upon which the 
budget is prepared. Ideally, there should be no distinction between the MTEF and the budget process: they should be 
one and the same thing. 

A focus on results (i.e. outputs and outcomes) rather than on financial inputs. This implies that sector managers are 

given a more predictable flow of resources coupled with more discretion over detailed budget management. This is 
done on the basis that they have an informational advantage as to how best to spend public money. At the same time, 
they are held accountable for delivery of results. In contrast with the “line item” approach, structuring the budget 
around programmes introduces an element of allocations contestability from year to year whereby sectors are not 
“entitled” anymore to their previous year’s allocation plus some small additional increment.  

The development of clear and robust procedures, rules and criteria for identifying and selecting projects that will 

be financed from the respective programme is essential to ensuring the cost-effectiveness of such programmes. 

Source: OECD (2009), Introduction to Medium-Term Expenditure Frameworks: Briefing Note.   

                                                      
2
 The term “fiscal space” is most commonly understood as the “room in a government’s budget that allows it to 

provide resources for a desired purpose without jeopardising the sustainability of its financial position or 

the stability of the economy”. Such space is needed in order for governments to increase spending on 

national priority areas. An MTEF approach can help to clearly identify the available fiscal space thereby 

allowing policy priorities to be financed in a predictable manner. Fiscal space can be created by phasing 

out of existing expenditures or through growth in total available resources, either in the form of additional 

revenue or aid inflows. Aid is less likely to be a source of genuine fiscal space than revenue because it is 

inherently unpredictable. The concept of fiscal space is often accompanied by the argument that the 

additional spending should be focused on areas that boost growth, thereby increasing future fiscal revenues 

and hence wholly or partially paying for itself. Source: Heller, P. (2005). 
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24. The credibility of this system lies in the government’s capacity to estimate resources available for 

the public sector over several years, usually within a multi-year macroeconomic and fiscal policy 

framework. The development of sound macroeconomic and fiscal forecasts is crucial. Most governments 

identify, at a minimum, pessimistic and optimistic scenarios.  

25. Being optimistic, which serves primarily a political purpose, is likely to lead to excessive 

spending relative to likely revenues, as well as higher deficits and debt. Good practices show that 

comparing government estimates to estimates prepared by economic researchers from private sector 

institutions or non-governmental organisations (and using consumer confidence surveys) usually provides 

a more realistic picture.  

26. While the estimation and modelling process is mostly a technocratic exercise, there are a number 

of strategic and political decisions that depend on government choices which will shape the economy and 

thus the strength of the fiscal base of the country. Some of these include what structure of the economy 

will be supported by the government, the level of debt that will be incurred by the government or 

guaranteed by it and the overall taxation policy.  

27. The MTEF cycle can either be rolling or periodical:  

 Rolling frameworks are drawn up during budget preparation every year or every two years. Year 

1 in the previous year’s framework becomes the basis for the budget and a new year 3 is added 

(in case of 3-year frameworks). Thus, an MTEF cycle in a rolling framework will necessarily 

overlap with the previous and subsequent cycles by one or two years by design.  

 By contrast, a periodical framework has cycles that run in sequence one after another. 

Specifically, a periodical MTEF is drawn up at the beginning of the period to which it applies and 

stays effective until that period has elapsed.  

28. Both rolling and periodical frameworks may be revised in the middle of their lifetime. The time 

span of an MTEF may run for two, three, four, or five years, including the upcoming fiscal year. The most 

commonly used period is three years. 

29. In general, there are four major types of medium-term budgeting
3
, including: 

1. Traditional fixed-term planning; 

2. Forecasting the economic composition of expenditure
4
; 

3. Forecasting the functional composition of expenditure
5
; 

4. Programmatic MTEF. 

                                                      
3
 Schiavo-Campo, S. (2008). 

4
 The economic composition of expenditure implies that government financial operations are structured according to 

their economic impact, distinguishing: capital and current expenditures and revenues; subsidies; transfers 

from the state to families and other public institutions; interest payments: and financing operations. This 

classification is used in Government Financial Statistics prepared by the IMF. 
5
 The functional composition of expenditure implies that government activities and expenditures are structured 

according to their purpose, for instance: policing, defence, education, health, transportation, environmental 

protection. The United Nations standard functional classification, used in the preparation of national 

accounts and government Financial Statistics, distinguishes 14 major groups, 61 groups and 127 sub-

groups. 
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30. The traditional planning approach typically identifies in advance all major programmes and 

their funding over a fixed period of time - usually 5 years. What comes to mind are the typical command 

five year plans of the former Soviet Union economy. Experience shows that many of these plans were both 

economically and technically very well designed and impressive, internally consistent and complete in 

every detail except for the institutional context as to who will implement them, how, when and with what 

resources and under what incentives. These plans were close in spirit to MTEF as they aimed to integrate 

the investment and operating and maintenance (O&M) costs. But the main problem was that the 

expenditure plans were not normally prepared under a revenue constraint. As such, they remained 

academic exercises only and would rarely get implemented as they were financially unrealistic and thus not 

credible. Besides, unlike current models, the monitoring and evaluation systems were not effective as those 

were run by the same or associated institutions that were formulating the plans, thus the results were not 

always objectively verifiable. Current models have, at least formally, de-concentrated some of the aspects 

of budget cycle to different institutions. The bigger role of parliaments in different aspects of budget cycle 

in these days have also contributed to a more balanced model for overall budget cycle effectiveness 

31. Where they still exist, these top-down fixed plans could effectively be turned into a rolling 

continuous exercise. Still an important missing element in fixed-term planning is the distinction between 

on-going and new programmes which is the genuinely new element of the MTEF approach.  

32. Forecasting the economic composition of expenditure implies top-down rolling projections of 

aggregate expenditure for economic categories. Forecasting the functional composition of expenditure is 

similar to the previous one, in the sense that is it implies top-down rolling projections of aggregate 

expenditure for economic categories but for each ministry and spending agency. In both cases the 

expenditure thus projected are constrained by revenue forecasts based on medium-term estimates of 

various taxes and other revenues sources.  

33. The forecasting MTEFs do not distinguish on-going from new programmes in the budget and 

rarely define performance indicators to monitor and evaluate programme implementation. They are 

important for fiscal sustainability and expenditure control, but do not, in themselves, improve resource 

allocation and expenditure efficiency. The purpose of a forecasting MTEF is to give an indication to 

budget entities of future resource availability and to send signals to private sector actors of future policy 

changes (e.g. in taxation policy) and guide their business decisions.  

34. The last type of medium-term planning is the programmatic medium-term expenditure 

framework. Being the most advanced form of MTEF application, it implies that the MTEF is prepared and 

presented around programmes. This, however, does not preclude identifying expenditure by economic or 

functional categories but the starting point is the programmes that budgetary institutions should implement. 

The main characteristics of programmatic MTEFs are that they: (i) are revenue-constrained and prepared 

within top-down expenditure ceilings provided by the ministry of finance or the respective government 

office that takes care of the MTEF process; (ii) distinguish on-going and new programmes and more 

importantly define fiscal space for new programmes; and (iii) use performance indicators to monitor and 

evaluate programmes. 

35. With its broad definition, MTEF is often used to refer to various approaches to linking policy, 

planning and budgeting. On the one hand, the term may be used to simply refer to a forecasting MTEF, 

while on the other hand it may refer to a programmatic MTEF. One important point to make is that MTEF 

is a framework and not a fixed multi-year budget. Whether of the forecasting or programmatic variety, an 

MTEF serves to provide the medium-term perspective that is necessary for preparing a good annual budget 

- and should be discussed with and endorsed by the legislature - but must not be confused with a medium-

term budget.  
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36. Experience shows that not all technical elements are in place at the start of an MTEF process, but 

making progress towards establishing them is a critical part of an MTEF development. While setting the 

medium-term fiscal targets and sector expenditure ceilings is usually a responsibility of the ministries of 

finance and/or economy, estimating the costs of future policies, sector strategies and programmes lies with 

line ministries. This is the entry point for the sectoral ministries in the MTEF process and depending on 

the quality of the financing strategies and programmes prepared by these ministries, the programme cost 

estimates could be effectively used as a basis for annual budget negotiations and further allocations, as 

done in a number of OECD countries.  

37. Implementing properly an MTEF is not an easy process. It is a learning-by-doing exercise that 

takes time and analysing the best practices in this area as well as needs the concerted efforts of the entire 

public administration sector.  

38. The MTEF model that is the most widespread today is largely based on the approach designed by 

Australia, a leader among OECD countries in reforms to control expenditure growth. Australia is the first 

country to have introduced the foreword estimates approach to strengthen the link between government 

policy and expenditure programmes and improve the affordability of policies by combining projection 

methods with institutional arrangements to enforce the outcomes. As the Australian mechanism has 

worked well, many other OECD countries followed the suit and introduced the forward estimate approach 

to their annual budgeting in one form or other.  

39. It is worth noting that the MTEF model can work well only when certain pre-conditions are in 

place. One of the problems with MTEF is that often it has been pushed on countries without much 

understanding or sense of ownership. Most importantly, the MTEF needs a high level political support for 

and commitment to the reforms and a champion in the government to guide and supervise the process. If 

there is no real demand for medium-term budgeting, the reform will remain on paper only and will be a 

waste of public resources.  

40. Some important pre-conditions include: 

 political discipline and accountability of a well-organised public service; 

 interested and supportive legislature; 

 the availability of a large pool of highly competent government economists, accountants, 

econometricians, sector specialists in both the ministry of finance and line ministries; 

 capacity to enforce a hard budget constraint; 

 availability of reliable data on a timely basis; 

 a sufficient degree of flexibility given to line ministries and budget managers in both personnel 

and internal financial resource allocation; 

 a diversified economy that provides a basis for predictable government revenue not dependent on 

external sources.  
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CHAPTER II. THE REGIONAL AND INTERNATIONAL CONTEXT  

41. In EECCA, the economic, social and environmental changes of the transition period have taken 

place in a very dynamic national and international context, most recently impacted by the world financial 

and economic crisis. Despite the fact that these countries have developed at a different pace, there are still a 

number of factors (such as, among others, governance culture, economic structure, social values) that bring 

them closely together in a way which allows a “regional” analysis.  

42. This chapter looks at the major factors that shape the context in which the EECCA environmental 

administrations operate and implement their policies. The chapter starts with a brief overview of the 

macroeconomic and environmental situation in the region, followed by a discussion of the key governance 

and public finance reforms, with a major focus on medium-term budgeting practices that have been 

progressively initiated in most of the countries over the past ten years. In the end, the chapter looks 

specifically at the governance structure of the environmental authorities in EECCA and the demand for 

good practices for the preparation of robust multi-year expenditure programmes.  

2.1. Macro-economic performance of the EECCA countries 

43. Between 2005 and 2007, the EECCA countries generally enjoyed a stable economic growth (see 

Figure 1). The growth was most spectacular in Azerbaijan, where the economy grew at an average rate of 

28.6%, followed by Armenia with an average rate of 13.6%. The Kyrgyz Republic exhibited the lowest 

growth rate in this period – with an average rate of about 3.8%. As of 2009, according to the World Bank 

classification, two EECCA countries are classified as low-income economies (at USD 995 per capita or 

less), namely the Kyrgyz Republic and Tajikistan. Six countries, including Armenia, Georgia, Moldova, 

Turkmenistan, Ukraine and Uzbekistan, are classified as lower middle-income economies (at USD 996 – to 

3 945 per capita) and four countries, Azerbaijan, Belarus, Kazakhstan and Russia, fall in the group of upper 

middle-income economies (at USD 3 946 to 12 195 per capita).  

Figure 1. GDP growth in EECCA countries, 2005-2009 
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Source: World Bank, EBRD. 
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44. The EECCA countries were hit particularly badly by the global economic and financial crisis that 

reached the region in September 2008. Armenia, Kazakhstan, Russia and Ukraine felt the crisis most 

severely among all. Economic activity contracted rapidly with large declines in industrial production. Bank 

credits began to contract significantly as well. This process of economic contraction continued until March 

2009 when industrial output declines slowed or reversed and output-based growth started going up. Two of 

these countries put in place significant fiscal stimulus packages: Kazakhstan and Russia. The Russian 

package (5% of GDP, excluding support to the banking sector) provided support to local governments for 

social benefits but also for subsidies to industry. Kazakhstan’s package amounted to 9.5% of GDP and it 

was used mainly to support industry and invest in infrastructure
6
.  

45. The international policy response to the crisis in the EECCA region included large-scale balance-

of-payments support for some of the countries. The IMF agreed programmes to Armenia, Belarus, Georgia 

and Ukraine. For example, the IMF loan of USD 16.4 bn granted to Ukraine under a stand-by agreement 

was conditioned on the implementation of a comprehensive programme aimed at ensuring fiscal 

consolidation, structural reform and support for the financial system. 

46. On the other hand, most of the Central Asian countries (except Kazakhstan) experienced a 

positive, albeit small, economic growth in 2009. One possible explanation for this situation is the low 

integration of these economies in the global financial system and the lack of “sophisticated” financial 

products in their banking sectors. Azerbaijan is somewhat a different case. Although the Azeri economy 

experienced a strong growth performance until 2008, both regionally and even globally, in 2009 already 

the economy reflected a marked slow-down when compared with growth rates of over 20% annually 

during the previous three years. The European Bank for Reconstruction and Development (EBRD) 

envisages modest growth for the region in 2010. Recovery will be more difficult in Ukraine, slow and 

uncertain in Moldova, Kazakhstan and Russia, which suffer from a high number of non-performing loans 

(see Figure 2) and weak banking systems. 

Figure 2. Bank non-performing loans as a share of total gross loans (%) 
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Source: World Bank. 

47. The most recent national data for 2009 and the first half of 2010 show that many of the EECCA 

economies are now converging back towards longer-term macroeconomic trends growth. Compared to the 

economies of some of the EU’s new member states (such as Estonia, Hungary, Latvia, Poland, Slovakia), 

EECCA are now generally exhibiting much more dynamic growth numbers than these economies. Nearly 

all the EECCA countries are reporting GDP data for the first half of 2010 that suggest either promising 

                                                      
6
 EBRD Transition Report 2010. 
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recoveries from the recessions of 2009 (Armenia, Belarus, Georgia, Moldova, Russia, Ukraine), or 

acceleration (Kazakhstan, Tajikistan, Belarus) from the slow or stagnant growth recorded last year 

(Figure 3). The official data likewise indicate that Uzbekistan’s strong economic growth reported in 2009 

continued in the first half of 2010.  

Figure 3. GDP growth rates in EECCA and selected CEE countries, 2009, 2010 (first half) 

 

Source: For EECCA countries - CIS Statistical Committee, National Statistical Offices. 2010 data for Georgia and Moldova are for the 
first quarter. For the EU countries – EUROSTAT. For Estonia and Latvia data are for the first quarter of 2010. 

48. EECCA countries range from very small to large economies: GDP was about USD 5 billion in 

the Kyrgyz Republic (the smallest of all EECCA economies) in 2008 and about USD 1 700 billion in the 

Russian Federation in the same year. In 2008, the GDP per capita varies from about USD 795 in Tajikistan 

to about USD 11 800 in Russia, which is more than in some South-East European countries, such as 

Romania (USD 9 300) and Bulgaria (USD 6 546). 

Table 2. Key macroeconomic indicators for the EECCA region (2008) 

Countries

Population, 

million 

inhabitants

GDP, 

billion 

USD

GDP per 

capita, 

USD

GDP real 

growth, 

% 

change

General 

government 

tax revenue,  

% of GDP

General 

government 

expenditure, 

% of GDP

General 

government 

balance, % 

of GDP

General 

government 

debt, % of 

GDP

Gross 

fixed 

capital 

formation, 

% of GDP

FDI 

inflows, 

million 

USD

Inflation, 

consumer 

prices, 

annual 

average, % 

change 

Domestic 

credit 

provided by  

banking 

sector, % of 

GDP

Armenia 3.2 11.9 3707.9 6.8 17 21.7 -1.4 20 21.3* 784 9 16.7

Azerbaijan 8.4 46.4 3508.2 10.8 16.7 27.6 25.5 9.7 17 -555.2 20.8 17.1

Belarus 9.7 60.3 6234.2 10 25.5 49.5 1.4 13 23.5 2143.4 14.9 31.5

Georgia 4.4 12.9 2908.1 2 23.8 37.1 -6.4 na 14.8* 1561.1 10 32.9

Kazakhstan 15.6 135.6 8719 3.2 12.7 26.5 1.1 6.6 13.5 10700 17.2 33.5

Kyrgyz Republic 5.3 5 952.5 7.6 16.8 29.6 -0.1 48.6 -3.7 265.2 24.5 14*

Moldova 3.4 6 1766 7.2 20.5 41.6 -1 21.4 -0.9 679.4 12.8 39.8

Russia 142 1676.6 11806.9 5.6 15.7 33.6 4.8 6.5 10 13519.1 14.1 25.9

Tajikistan 6.5 5.1 794.8 7.9 na 28.2 -6.1 30.1 na 300 20.4 27.5*

Turkmenistan 6.5 19 2915.6 9.8 na 12.3 11.3 na na 820 12 na

Ukraine 45.8 179.6 3930.8 9 17.8 47.3 -3.2 19.9 1.6 9683 25.2 81.9
Uzbekistan 27.7 27.9 1007.4 2.1 na 32.7 10.5 13.1 na 711.3 12.7 na  
Source: IMF, World Bank, EBRD. 
Note: * - 2007 data; na – data non available. 
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49. As a result of the crisis and contracted economies, the fiscal position of the EECCA governments 

has weakened by the generally low share of government tax revenue in GDP which has also substantially 

declined in 2008. Armenia, Georgia, Ukraine experienced significant government deficits in 2008. 

Workers’ remittances declined as well. All this limits the public expenditure capacity at all levels of 

government. EBRD estimates for 2008 show that investments in the economy have contracted significantly 

compared to previous years.  

50. The financial crisis highlighted serious weaknesses in the banking systems in many of the 

EECCA countries (e.g. reliance on foreign funding, fast credit growth with a great number of non-

performing loans). The banking sector in EECCA is still a small part of their economies. The volume of 

banking credit as a percentage of GDP is still much lower than in countries of the Central and Eastern 

Europe (Bulgaria, 66.7% of GDP in 2008 , Poland – 60.1%) and several times smaller than in “old” 

members of the European Union (e.g. France – 126.1%, UK – 212.3%). Only in Ukraine, the level of 

domestic credit in 2008 was a par with the levels in some CEE countries. However, this rapid credit growth 

expansion in Ukraine contributed to the subsequent liquidity problems in the sector. High lending rates (in 

most EECCA they are above 17%, see Figure 4) and spreads reflect the still fragile credit market in the 

region.  

Figure 4. Lending rates (%), 2008 
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Source: World Bank. 

51. After a period of very high inflation at the beginning of the transition period, in 2001, half of the 

countries in the region slashed annual inflation to a single digit number. Since 2005, however, inflation has 

started growing again reaching more than 20% in 2008 in Azerbaijan, the Kyrgyz Republic, and the 

Ukraine. EBRD projects that in 2010 inflation will be brought back to one-digit levels. 

52. Over the last couple of years, foreign direct investment (FDI) in EECCA countries has been 

decreasing. In absolute terms and on a per capita basis, FDI in EECCA is still below FDI levels in the more 

advanced transition countries in Central and Eastern Europe (CEE). Only Georgia and Kazakhstan come 

close to the least advanced CEE countries. As a share of GDP, however, many of the EECCA countries 

have had higher levels of FDI compared to the CEE region in this period. Aggregated FDI data are 

presented in Table 3 below. 
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Table 3. FDI (net inflows recorded in the balance of payments) 

Cumulative 

FDI inflows 

1998-2008

Cumulative 

FDI inflows 

per capita, 

1998-2008

In USD  mln USD 2007 2008 2007 2008

Armenia 3257 1006 217 242 7.6 6.5

Azerbaijan 3229 384 -619 -66 -16.8 -1.2

Belarus 6708 694 183 222 3.9 3.6

Georgia 6643 1510 395 355 17.1 12.2

Kazakhstan 49501 3183 515 688 7.6 7.9

Kyrgyz Republic 1226 231 40 50 5.5 5.2

Moldova 2442 713 140 198 10.9 11.2

Russia 43108 304 64 144 0.7 1.2

Tajikistan 1075 166 25 46 4.3 5.8

Turkmenistan 4748 730 124 126 6.3 4.3

Ukraine 40753 889 200 211 6.5 5.4

Uzbekistan 2858 103 26 26 3.2 2.5

FDI per capita, 

USD

FDI inflows, as % 

of GDP

 
Source: EBRD, 2009 Transition report. 

2.2. Environmental situation in the EECCA countries 

53. The last 20 years have seen a general improvement in the environmental quality in the EECCA 

countries but this performance has happened at an uneven rate. These improvements, particularly at the 

beginning of the transition period, were partially attributed to reduced economic activity in the region. 

Compared to the OECD economies, EECCA countries started the period with relatively low air emissions 

from mobile sources due to fewer vehicles and a smaller quantity of waste because of fewer consumer 

goods. On the other hand, however, the industrial emissions were very high and some of them were 

extremely toxic. In terms of natural resources, the record is also mixed.  

54. The EECCA countries have had a particularly bad health record linked to environmental 

problems. Outdoor air pollution, smoke from solid fuel use in home, exposure to lead and unsafe water and 

sanitation are considered among the most threatening environmental factors to people’s health in the 

region. Table 3 below shows the share of deaths attributed to environmental causes in several geographical 

regions. The Central Asian region has, by far, the worst indicators. For example, the contribution of indoor 

smoke can be as high as 5.2% of all deaths in Central Asia (Table 4). 

Table 4. Share of deaths attributed to environmental causes (what is the time period?) 

Country group Outdoor air pollution 
Indoor smoke from 
solid fuel 

Exposure to lead 
Unsafe water and 
sanitation 

South East Europe 0.6 to 2.1 0.7 to 1.3 1.1 to 1.3 - 

Central Asia 1.1. to 2.6 1.6 to 5.2 1.3 to 1.5 3.2 to 3.3 

Other EECCA 1.2 to 1.4 1.3 1.1 to 1.2 - 

Germany and UK 0.6 0 0 0 

Source: WHO (2005). 

Note: “-“ – No data available. 
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55. The EECCA region faces numerous acute environmental problems related to hazardous waste 

and land contamination, water quality and quantity, air pollution, solid waste management. What follows is 

a brief overview of the environmental situation in the EECCA region with a focus on the major problems 

that have drawn public attention over the years.  

56. The EECCA situation with respect to hazardous waste including from solid and liquid waste 

deposits, radioactive waste, mining or as a result of oil extraction and refining (and related water and soil 

contamination) is critical. Several inadequately protected uranium mining tailing dumps are of particular 

concern in Kyrgyzstan, Uzbekistan and Tajikistan. In Armenia, the management of tailings and other 

emissions is not adequate (e.g. a typical case is the Teghut open pit copper mine). In Kyrgyzstan, the 

indiscriminate use of chlor-organic pesticides has been identified as a serious health hazard in some 

regions. In the region of Osh, the pollution of groundwater as a result of the use of pesticides is a growing 

problem and is related to the significantly increased breast-cancer rates for women. Contaminated land in 

Russia, as a result of mining activities, generating tailings, ash and slag, is increasing by 7 000 hectares per 

year
7
. Remaining stocks of pesticides are still large (estimates show a total amount of dangerous pesticides 

of up to 14 000 tons in the country). Oil pollution is major concern in the oil-rich countries of Azerbaijan, 

Kazakhstan and Russia. The legacy of Belarus and Ukraine with the Chernobyl disaster is well 

documented. 

57. In many EECCA, the proportion of solid waste stored in poorly controlled sites and the amount 

of waste, including hazardous waste, are increasing. In Ukraine, for example, about 60% of toxic waste – 

deposited heavy metals, oil products, pesticides – is still disposed of in landfills without treatment which 

increases the risks of environmental accidents. 

58. In terms of water quality and quantity, the region has had a bad record as well. In Armenia, the 

lake Sevan is heavily contaminated by persistent organic pollutants. The environmental, social and 

economic catastrophe of the Aral Sea has caused a collapse of the fishery industry in the region and 

affected severely the health of local population. As a result of this disaster, the population has suffered 

from high levels of anaemia, miscarriages and pregnancy complications, thyroid problems, infectious 

diseases. Discharges of untreated wastewater and deterioration in drinking water-pipes are seen as primary 

attributes of water contamination in the region. For example, water bodies in Kazakhstan are intensively 

polluted by the country’s mining, metallurgical and chemical industries as well as city utilities. The most 

polluted of all are the Irtysh, Nura, Syr Darya rivers and the Balkash Lake. 

59. The problems of outdoor air pollution are particularly acute in Ukraine and Russia. The result is a 

high number of premature deaths. For example, 2002 data on Russia on concentrations of total suspended 

particulates in urban locations from 98 cities with a combined population of 45 million indicated that the 

levels of particulate matter are several times above the Air Quality Guidelines levels of the World Health 

Organisation (WHO). 

60. In terms of natural resources management, the region has suffered from important losses of 

biodiversity, declining marine environment, worsening quality of forest cover, to mention just a few. In 

addition, the declines in agricultural productivity have become an urgent matter. Some of the major causes 

for this decline are: acidification, soil erosion and salinity in deteriorating irrigation systems. 

61. Food and Agriculture Organization (FAO) statistics show that since the start of the transition 

period, most EECCA countries have maintained or even increased their forest cover, except for Armenia 

and Kazakhstan. One particular challenge with regard to forest coverage is illegal logging. Illegal logging 

accounts for more than 10% of all loggings in Armenia, Azerbaijan, and Tajikistan. In the Far East of 

                                                      
7
 Markandya (2009). 
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Russia, it accounts for around half of all loggings. These illegal and uncontrolled loggings often result in 

the loss of high value species and soil erosion. 

62. In the agricultural sector, some of the main problems are related to soil erosion and increased 

salinity in many irrigated regions in EECCA. As a result, soil fertility has declined and agricultural output 

production decreased. The share of irrigated agriculture affected by moderate to severe soil salinity
8
, for 

example, ranges from around 20% in Azerbaijan and Uzbekistan, 30% in Kazakhstan, Russia and Ukraine, 

to over 90% in Turkmenistan. These trends have important economic implications for these countries, as 

agricultural output represents a great share in GDP. In EECCA, it makes up to 18% of GDP, compared to 

14% in SEE, and 2.2% in the OECD countries. What is more important though is that the impacts of soil 

erosion are cumulative: initial damages from soil erosion may be small, but after 10-20 years the 

cumulative effect can be significant.  

63. In 2007, the European Environmental Agency (EEA) reports that marine resources in EECCA are 

in a poor state, with overfishing, poaching, euthrofication and industrial effluent, including oil spills, as the 

main causes of marine damage. One of the most telling examples of marine mismanagement in the region 

is the Caspian Sea. Catches of sturgeon, its key resource, have fallen dramatically over the past years (from 

13 300 tons in 1990 to 800 tons in 2005) which has resulted in significant economic consequences for the 

region.  

64. Solving these environmental problems and the associated economic and societal losses require 

significant resources, both public and private. How has the public sector in the EECCA countries coped 

with these environmental challenges is a discussion which we will continue in Chapter III. 

2.3. Governance (public administration) and public finance reforms in EECCA 

65. Despite political and economic challenges facing EECCA over the years, consecutive EECCA 

governments have managed to implement a set of crucial reforms in their public finance sectors that have 

brought significant improvements in the legal, regulatory and institutional framework for budget 

management. The 2008 financial and economic crisis revealed remaining structural weaknesses in the 

budget systems of these countries and the need for their further strengthening, should the budgets deliver 

the social benefits expected from them. This section looks into issues related to the past and most recent 

reforms of the national budget policies in the EECCA countries. To set the scene, and to provide the 

general background for the analysis of governance in the region, this section discusses the quality of public 

administrations in these countries. 

Governance quality 

66. Governance consists of both formal and informal institutions by which authority in a country is 

exercised. This includes the process by which governments are selected, monitored and replaced; the 

capacity of the government to effectively formulate and implement sound policies; and the respect of 

citizens and the state for the institutions that govern economic and social interactions among them.  

67. Public administrations have a variety of manifestations and different methods are used to assess 

the systems. However, there is not one general integrated index for the assessment of public 

administrations. A set of six types of indicators, developed by the World Bank, are most commonly 

accepted and applied in international comparisons. The set of indicators includes: voice and accountability, 

political stability and absence of violence/terrorism, government effectiveness, regulatory quality, rule of 

law and control of corruption. Each of these indicators assesses different political, economic and 
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 FAO statistics (2006). 
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institutional aspects of governance. They have a percentage rating and the higher the rate, the better is the 

assessment of the respective aspect. These indicators are described in Box 2 below. 

Box 2. World Bank Governance Indicators 

The World Bank Governance indicators include: 

Voice and accountability. This indicator characterises the real ability of citizens of a given country 
to elect their government democratically, as well as the level of pluralism, freedom of speech and mass 
media. 

Political stability and absence of violence/terrorism that measures the likelihood of 
overthrowing government through unconstitutional ways or by a coup d’etat.  

Government effectiveness that characterises the quality of public services, the quality of civil 

service, the degree of its independence from political pressures, and the ability of the government to 
develop and implement a policy. 

Regulatory function quality of the government. This indicator measures the ability of the 
government to develop and implement policies aimed at supporting and developing the private sector. 

Rule of law that shows the extent to which society is governed by the laws adopted by itself. In 
particular, the performance quality of the judicial system is especially emphasised. 

Control of corruption that characterises the degree to which the government is corrupt or, in other 
terms, the extent to which its exercise of power is being guided by private and elite interests. 

Source: World Bank. 

 

68. These indicators were first measured in 1996 for more than 200 countries by 25 international 

organisations using 31 different types of data sources. The dynamics of EECCA indicators for 2006-2008 

is presented in Table 5 below. As evident from this table, in the recent years, progress, on average, for all 

EECCA countries, is reported on 4 out of the 6 indicators, except for voice and accountability (which has 

not basically changed) and control of corruption which actually worsened. Most progress for the region, as 

a whole, was achieved in terms of political stability, followed by regulatory quality. In terms of overall 

performance, in 2008, Georgia has the best rates for most of the indicators (government effectiveness, 

regulatory quality, rule of law, control of corruption). Compared to some of the CEE and Baltic countries 

however, the quality of governance in EECCA is about 2-3 times lower. The question then is how this 

general assessment is supported by actual changes in the public administration and financial management 

systems in EECCA. 
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Table 5. Indicators of governance system of the EECCA and selected CEE and Baltic countries, 2006-2008, (Percentage rating, 0-100) 

Countries 

Voice and 
accountability (Civil 
society participation 

in the process of 
government 

formation, freedom 
of speech and mass 

media) 

Political stability Government effectiveness 
Regulatory function 

quality of the 
government 

Rule of law Control of corruption 

  2008 2007 2006 2008 2007 2006 2008 2007 2006 2008 2007 2006 2008 2007 2006 2008 2007 2006 

Armenia 29 30 27 44 39 37 53 47 13 62 60 59 43 38 36 35 27 35 

Azerbaijan 13 15 17 29 24 18 31 29 32 43 31 32 25 24 21 14 13 17 

Belarus 7 5 4 61 52 50 12 9 11 10 5 4 17 12 9 24 21 26 

Georgia 40 41 43 16 24 21 62 55 48 69 59 45 44 41 35 51 49 51 

Kazakhstan 19 17 20 64 57 52 39 34 41 40 34 33 24 25 20 16 19 19 

Kyrgyz Republic 26 29 27 22 16 14 27 25 24 42 37 28 8 10 10 13 8 9 

Moldova 39 38 33 32 35 30 24 20 21 48 43 40 41 30 30 31 31 30 

Russia 22 22 23 24 21 22 45 41 40 31 35 30 20 18 18 15 17 22 

Tajikistan 10 10 11 21 20 10 17 15 16 16 16 15 12 14 15 14 20 17 

Turkmenistan 1 1 2 53 38 35 11 11 9 2 2 1 7 7 6 5 6 5 

Ukraine 47 46 45 44 50 45 33 30 38 39 36 34 31 27 25 28 27 33 

Uzbekistan 2 2 3 18 11 8 27 24 15 6 6 3 10 14 6 11 16 16 

EECCA average 21.3 21.3 21.3 35.7 32.3 28.5 31.8 28.3 25.7 34 30 27 23.5 21.7 19.3 21.4 21.2 23.3 

                                      

Bulgaria 66 67 63 59 59 59 58 58 58 73 70 67 51 51 50 52 55 58 

Czech Republic 82 77 80 79 78 77 82 81 84 82 80 81 77 73 72 67 65 67 

Estonia 83 83 82 67 67 72 84 83 85 92 92 91 85 84 81 79 81 81 
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Countries 

Voice and 
accountability (Civil 
society participation 

in the process of 
government 

formation, freedom 
of speech and mass 

media) 

Political stability Government effectiveness 
Regulatory function 

quality of the 
government 

Rule of law Control of corruption 

Hungary 78 83 85 68 68 75 73 75 79 88 86 86 76 74 73 72 72 72 

Latvia 73 73 75 59 69 72 70 72 73 81 84 83 71 67 63 65 68 68 

Lithuania 72 74 76 72 72 74 72 74 77 85 85 81 67 64 62 63 61 62 

Poland 73 72 71 74 66 56 68 68 71 74 72 70 65 59 59 68 62 62 

Romania 59 60 63 56 55 55 50 51 58 68 67 64 54 50 50 57 56 54 

Slovakia 75 75 81 78 80 66 77 73 79 85 81 84 67 60 61 69 66 69 

Slovenia 82 84 85 85 84 82 83 80 82 75 75 74 82 76 73 80 81 83 

Average for 
selected CEE 
and Baltic 
countries 

74.3 74.8 76.1 69.7 69.8 68.8 71.7 71.5 74.6 80.3 79.2 78.1 69.5 65.8 64.4 67.2 66.7 67.6 

Source: World Bank World Governance Indicators database. 
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Public finance reforms 

69. Most of the reforms in the public finance system can be roughly divided into two stages: first, 

basic public financial management (PFM) reforms and then, more advanced PFM reforms. The basic 

reforms include, the introduction of a: (i) complete budget classification, (ii) complete budget coverage and 

capital budget integration, (iii) consolidated treasury single accounts, and (iv) adequate budget controls. 

The advanced PFM reforms include, most often, the following: (i) medium-term budgeting or medium-

term expenditure frameworks (MTEF) and (ii) performance-oriented and programme budgeting. These 

budgeting approaches are actually closely interrelated. 

Basic PFM reforms 

70. Most of the surveyed countries introduced a full classification of government revenues and 

expenditures by economic, functional, organisational, programme and funding codes
9
. This facilitates the 

attribution of public finance transactions to individual policy areas and creates conditions for the analysis 

of the social and economic effects of government revenue collection and spending policies.  

Progress is also visible in consolidating various types of government resources (extra-budgetary funds, 

public investment programmes, quasi-fiscal activities
10

) into budget documentation going through 

legislative scrutiny and in introducing treasury systems and single treasury accounts. In the environment 

sector, countries like Kazakhstan, Moldova, Russia, Ukraine either completely eliminated their extra-

budgetary environmental funds or transformed them into budgetary. However, in some countries a number 

of extra-budgetary funds remain (these are usually social protection funds, disability funds, employment 

funds as well as oil reserve funds). In countries like Belarus, Moldova, Ukraine, substantial central 

government resources (sometimes more than 30%) are channelled through such extra-budgetary funds 

(Figure 5).  

Figure 5. Share of extra-budgetary funds in central government expenditures 
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9
 See Annex I for a definition of different budget classification systems. 

10
 Quasi-fiscal activities refer to implicit subsidies to the utilities sector which are not accounted for in the budget as 

government expenditures. 
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71. While budget coverage and capital budget integration generally improved, dual budgeting
11

 is 

still an issue in many countries in the region. The barter and other non-monetary transactions (including 

environmental pollution charge offsets) and tax privileges for different sectors were largely eliminated. 

Also marked improvement was achieved in fighting value-added tax (VAT) frauds and reduction of VAT 

arrears. Most EECCA also established Supreme Chambers of Audit (or some equivalent) with the main 

purpose of strengthening the control of the expenditure of budgetary entities. 

72. All these reforms have been consolidated through the adoption of modern and comprehensive 

Budget Codes in many of the countries which have also introduced new concepts and approaches to 

budgeting and public finance management. 

Advanced PFM reforms: the status of MTEF adoption in EECCA  

73. Most of the ECCAA countries have introduced MTEFs in one form or another. The countries are 

at different stages of MTEF development and implementation. Armenia
12

  was the first to introduce an 

MTEF as early as 1999 and Kazakhstan only did so in 2008. These are rolling 3 or 4 year mostly 

forecasting expenditure frameworks (except in Russia). In many countries, however, efforts to introduce 

MTEF have ended up as a ritual, resource-consuming effort of little practical value. 

74. Russia has gone as far as introducing not just an expenditure framework but three year budgets. 

The main discussion during budget preparation is consequently about the distribution of the non-allocated 

financial envelope or newly generated resources, and not about the adequacy of the existing three-year 

appropriations (apart from discussions about the annual budget updates). 

75. In a comparative perspective, this arrangement seems very similar to a budget process with multi-

year estimates and ceilings as in a number of OECD countries that have moved to fixed or periodical 

expenditure frameworks. The main difference is that the Russian arrangement is codified as a three-year 

budget, allowing ministries to conclude multi-annual procurement through a specific instrument – the 

federal targeted programmes and investment contracts and to develop medium-term sectoral spending and 

performance plans. While some protection of multi-annual estimates is important for ministries so that they 

can plan, too much rigidity can also have disadvantages. A three-year budget runs the risk of locking in 

expenditures, which might be problematic in a situation where large reallocations are needed (for instance, 

to make room for new political priorities or new reforms). Before the financial crisis, during the long 

period of continuous real growth in the government budget and stable political priorities, this risk was not 

seen as an issue. After the crisis hit Russia, the government had to temporarily suspend the three year 

budget appropriations. Recently, in December 2010, the Russian Duma approved its three year budget for 

the period 2011-2013.. 

76. The majority of EECCA countries prepare comprehensive macro-fiscal frameworks, which are 

updated at least twice a year. This is the strongest element of existing MTEF systems. In countries which 

are IMF programme beneficiaries (Armenia, Kyrgyzstan, Moldova), macro-fiscal projections and the 

related budget estimates are more likely to be kept updated. 

77. While medium term fiscal forecasts are prepared in all of the countries surveyed there is not yet a 

general culture within line ministries of developing policy initiatives, costing policy changes and 

developing integrated (i.e. recurrent and capital) spending strategies. Often, medium-term spending 

                                                      
11

 Dual budgeting refers only to a dual process of budget preparation, whereby the responsibility for preparing the 

investment or development budget is assigned to an entity different from the entity that prepares the current budget. 
12

 In Armenia, until 2002, the MTEF preparation was not delegated to line ministries and was prepared only by the 

Ministry of Finance and/or donors. 
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proposals are not reconciled with the resources available during the budget period. As a result,  

the spending plans become mere wish lists and have a limited impact on annual budget preparation or on 

medium-term resource allocation.  

78. Most countries have introduced multi-year aggregate expenditure ceilings with the purpose of 

increasing budget predictability for line ministries, while containing aggregate expenditures at an 

acceptable level. Most often, expenditure ceilings are related to broad functional categories and are only 

indicative. In order to meet the objectives of enhancing predictability and fiscal control, the ceilings will 

need to be related to specific organisational entities and programmes (sector ceilings), which can be held 

accountable for not exceeding the limits, and to have a formal status in the budget process.  

79. To enable a rational MTEF discussion, it is essential that sector spending programmes be 

prepared within sector expenditure ceilings as well as separate the costs of existing policies from new 

spending initiatives, which is rarely the case in EECCA. In most cases, the MTEF includes some basic 

descriptions of sector strategies. Most ministries and other spending agencies lack a well-defined sector 

analysis and explicit set of policy objectives.  
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Box 3. Russian budget system reforms 

Reforms in budget procedures were introduced with the Budget Reform Concept paper for 2004-2006. The 
declared objective of the reforms was to move from a system of budget management focusing on costs to a 
system of management by results. 

There are five main elements of this reform: 

1. Reform of the budget classification and accounting 

This involves a move away from excessive detail in budgeting nomenclature and toward the approval of 
main items contained in the Budget Code. This is consistent with a single chart of accounts for government 
institutions closer to internationally approved standards, that allows a phased transition to accrual accounting. 
The main changes proposed to the budget classification affect the functional classification with the aim of 
reducing the 27 categories to 11.  

2. A clear differentiation between existing and new policy commitments when preparing the budget 

Recognising that 90-95% of commitments are already “locked in” and the new programmes only occupy 5-
10 % of the budget, a differentiated treatment is proposed for approval of a baseline budget and approval of new 
policies which will further lock in the budget in the future. 

3. Introduction of medium-term budget planning  

A move away from the annual approach to budgeting to the approval of an indicative rolling budget 
framework for three years, broken down by government department and further on to fixed three year budgets. 

4. A streamlining of the budget process 

Most notably, the number of readings for the budget is reduced from four to three. The first reading only 
discusses the broad parameters and the committed “old policy” budget; the second reading discusses new policy; 
and the third reading is a general review of the entire budget with detailed annexes for each main budget 
institution. The practice of approving the detailed budget classification under a separate federal law is replaced 
by a law fixing only the main codes of the classifications that are mandatory for all budget levels.  

5. Introduction of programme and performance budgeting methods 

Introduced as a two-year “experiment”, budget institutions were first invited to prepare and execute their 
budgets on a results-oriented basis for the 2005 and 2006 budgets. Specifically, there is a requirement for budget 
institutions to report on results and to develop mechanisms for monitoring efficiency in resource use. This implies 
that federal “earmarked programmes” for large investment, research and structural projects will be restructured to 
reflect efficiency objectives (and their number will be reduced). Departments will also introduce targeted 
programmes, smaller in scale and focused on extension of services or projects, along with agreed procedures 
that emphasise objectives, indicators for these objectives, and measures of results. Budget institutions are 
required to submit annual reports on the results of their main activities with an assessment of the efficiency of 
spending by previously determined indicators and with agreed powers and responsibilities for different 
management units for each activity. 

6. In 2010, the Russian government adopted a Programme for the improvement of the effectiveness of 
budget expenditure. The major elements of this Programme, include, among others:: 

- the formulation of a programme budget and a new budget classification; 

- the increase of the effectiveness of government services by developing new forms of government 
enterprises, assigning new tasks to the government enterprises; 

- development of effective forms and methods of public financial control. 

Source: Diamond, J. (2006). 
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80. MTEF provides an important basis for the coordination of current and capital spending. This is a 

weak spot of many budget systems, and EECCA budgets often fail to recognise the costs required for the 

maintenance of existing capital and operational costs for new capital projects. In addition, the quality of a 

sector spending programme will generally depend on whether the country has introduced performance-

oriented budgeting. Most EECCA have done this as well but performance budgeting is more a formal 

exercise and has mostly a declarative character.  

81. Most EECCA have set up MTEF Coordinating Committees chaired usually by the Minister of 

Finance. Members comprise officials from the different government ministries, representatives of local 

government bodies, the trade unions, the business community and civil society. In addition, there are sector 

Working Groups which are responsible for drafting sectoral MTEFs and preparing related justifications. 

82. However, there is often lack of ownership in the budget formulation process by policymakers. 

Policy and lawmakers get involved in budget formulation at quite a late stage – only after the line 

ministries and other government agencies have submitted their budget requests, including requests for new 

initiatives, and the Ministry of Finance has put together a complete first draft of the budget. The budget 

preparation process is often fragmented. The preparation of the MTEF document and the annual budget 

proposals are managed as two parallel processes. The links between the annual budget and the MTEF 

estimates are quite poor.  

2.4. Environmental governance structure and main environmental authorities 

83. Not surprisingly, environmental authorities in EECCA have been part and parcel of the reforms 

in the administrative and public finance systems in these countries. It can be expected that the procedure 

for medium-term financial planning and the use of budget funds at the ministries of environmental 

protection will not be substantially different from the general procedures and rules that apply to all 

budgetary entities in each of the EECCA. Ministries of environment face similar challenges that other 

ministries encounter in competing for funds from the budget for implementing their programmes. 

However, in a certain way, the environmental sector is somewhat different from most other sectors 

particularly in that it is strongly cross-sectoral in nature.  

84. This cross-sectoral nature of environmental and natural resources management raises a number of 

issues that are less prominent in other parts of the government administration. These issues include, among 

others:  

a. Coordination is critical for success. Often, most of the heavy public environmental investments 

are done in other ministries and agencies. For this reason, the way environment sector strategies 

are developed must take into account the need for a strong cooperative approach.  

b. Targets and accountabilities are harder to define as many actors contribute to a given output or 

environmental outcome. Indicators often lack hard, quantifiable targets for performance 

measurement.  

c. Accurate costing of environmental programmes can be hampered by the many actors involved, 

as well as by the long-term nature of some environmental programmes and the lack of reliable 

data. For this reason, the results from environmental, particularly investment, programmes and 

projects will rarely, if ever, be seen within the framework of the annual budget. 

d. Environment is often not a policy priority. Social sector spending is the focus of national 

policies. In addition, at times of budget deficit or financial crisis, the environment sector is often 

among the first ones to suffer budget cuts.  
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85. Because of these specifics of the environmental sector, environmental authorities in EECCA 

often run the risk of being marginalised, particularly at times of crises. One particular issue though that 

requires attention is the fragmentation of the environmental sector. While in general, it is ministries of 

environment (or some equivalent) that have the main responsibility for environmental management and 

regulation, it is sectoral ministries of water, energy, agriculture, forestry that are often charged with actual 

policy implementation.  

86. Only in the Kyrgyz Republic and Uzbekistan there are no ministries of environment, instead 

environmental management in Kyrgyzstan is assigned to an agency which is under the direct responsibility 

of the President and in Uzbekistan – it is the State Committee for Environmental Protection which is the 

main environmental authority in the country.  

87. In addition, of the 10 countries Azerbaijan, Belarus, Georgia, Russia and Ukraine have an 

environmental authority which combines responsibilities for managing both natural resources and 

environmental protection. With such an institutional arrangement the management of natural resources 

overshadows environmental pollution management functions. And even in this case, certain functions are 

jointly carried out with other relevant ministries, agencies or committees. In the other five countries, 

responsibilities for environmental management are largely allocated across a great number of institutions, 

the usual suspects being, ministries (or some equivalent) of agriculture, water, energy, forestry, industry 

and economy, geology, trade, tourism. This highly complex nature of the environmental sector (and not 

only in EECCA, of course) significantly complicates communication across institutions and the 

implementation of national environmental policies. In addition, the vertical distribution of environmental 

management responsibilities across different levels of government creates further difficulties. It is small 

wonder then that the allocation of budgetary resources for the environmental sector is such a hard issue. 

Collecting data on environmental expenditure, on who, where and how much spends, not only in the 

private sector but in the public sector as well is a real challenge.   

88. More importantly, the frequent reorganisations in the ministries of environment have often 

resulted in long transition periods of institutional uncertainty and inaction, as well as loss of qualified staff 

and institutional memory. In some cases (such as in the Kyrgyz Republic), restructuring limited the 

influence of environmental authorities over government policies. Cases of incoherent institutional changes 

under the same government (such as in Moldova and the Russian Federation) suggest a lack of strategic 

direction for institutional reform. 

89. Internationally-recognised issues, such as climate change and more recently, the green growth 

initiative, have contributed to raising the profile of environmental authorities, including in EECCA. This is 

a particular window of opportunity as it creates consensus within the entire government on finding political 

solutions. Such initiatives are not any more the cause of environmentalists only, they become streamlined 

in national priority policies. Ministries of Finance and Ministries of Economy are at the forefront of such 

processes and start providing the much needed leadership which has often been missing in the 

environmental sector.  

90. EECCA environmental administrations need to take advantage of the opportunities that 

international processes provide. To be able to support national initiatives, EECCA ministries of 

environment need to have a stronger presence in the debate on policies in their countries. Preparing and 

proposing economically well justified programmes which merit the attention of the rest of the government 

is the best way of promoting environmental objectives.     
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2.5. Demand for robust multi-year environmental programmes 

91. Real demand for good practices for preparing robust multi-year environmental programmes in 

EECCA is not yet there. There is some demand but it is rather low. Demand is different from the 

willingness to increase and improve ministries of environment staff’ knowledge in financial planning and 

expenditure management. Demand, unlike willingness, can actually be created. It is created through 

relevant legislation, regulations, rules and procedures. Formally, there is legislation in EECCA aimed at 

improved expenditure allocation and management of public resources but these often have a declarative 

character only and are not consistently enforced in practice. Ministries of Finance and the cabinet of 

Ministers have a very important role to play in creating such demand.  

92. Demand is shaped by both domestic and international requirements. Climate change and green 

growth, internationally, or the reforms in the domestic public administration and public finance systems 

provide powerful incentives to environmental administrations in EECCA to improve their expenditure 

management practices if they want to compete successfully for budget resources. Changes in donor 

practices and the gradual shift from project financing to direct budget support is yet another driver that 

should encourage EECCA environmental administrations to improve their traditional ways of operation.  

93. Most of the EECCA countries have developed and put in place policies and legislation that deal 

with public environmental expenditure management, that programming is part of. However, much of this 

legislation is rather weak, not prepared in line with good international practices and poorly enforced. 

94. Creating demand for better environmental expenditure management practices should not be a 

concern of the ministries of environment only. It should impact other government agencies and levels with 

responsibilities for environmental management, including potential beneficiaries of public support.  

95. Programming and project cycle management are particularly weak in EECCA countries. The lack 

of good programmes is not specific to the environmental sector only. This shows that demand from higher 

levels of government may not be sufficient. Unfortunately, the reality is that even if other ministries are not 

particularly better than ministries of environment in preparing programmes, because of political priorities, 

these other ministries are in a position to obtain more adequate level of resources. Therefore, the best way 

for EEECA environmental authorities to break this curse is by developing their capacity to design, cost and 

defend their programmes on both environmental and economic terms and in line with good international 

practices.  

96. It is clear that this is not something that can happen overnight. Problems with remuneration in the 

sector and staff capacity have been known for years. However, if ministries of environment in EECCA 

want to move forward, they need to start from somewhere. They need, among others, to conduct a detailed 

review of their expenditure management systems (programming and project cycle management) in order to 

identify what works and what needs to be changed. While ministries do this sort of exercises routinely on 

many different aspects of their management, public environmental expenditure reviews, including of rules 

and procedures, are very rarely conducted. It seems that there is some reticence to addressing these issues. 

It goes without saying, that such reviews need to be followed by plans of actions for reforms. 

Incrementally small but persistent changes may sometimes be better than “bigbang” reforms. 

97. Such reviews, if conducted closely with the ministries of finance/economy and other relevant 

stakeholders, can provide the basis for a broad debate in the government on specifically needed reforms in 

the sector. And when we say the sector, we mean also other relevant government agencies which manage 

environmental programmes and provide public resources for environmental activities. Harmonising rules 

and procedures across the government may be particularly beneficial. Opening such a policy dialogue can 
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help ministries of environment become more transparent, visible and more understandable to the rest of the 

government and society as a whole.  

98. Introducing regulations and procedures on public environmental expenditure management in line 

with good international practices and actually enforcing them can help increase the demand for good 

practices in this area. Training staff to be able to apply them over the longer term will inject stability and 

confidence in the system of public support for environmental expenditure. Obviously, donors can play a 

crucial role in supporting such efforts.  
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CHAPTER III. PUBLIC ENVIRONMENTAL EXPENDITURE AT A GLANCE  

99. The commitment to address environmental issues can be best illustrated by analysing 

environmentally-related public expenditure in the surveyed countries and measuring their share in the total 

income of the economy. In addition, the purpose of the chapter is to show the size and nature of 

environmental expenditure that should be incorporated into countries’ MTEFs, where these exist. 

100. This section looks at the environmental expenditure trends in the 10 countries over a period of 

three years, 2006 – 2008, based on data provided by the countries themselves. Data collection revealed 

some methodological and definitional differences that sometimes made it difficult to interpret the data. 

Still, the analysis provides a basis for some preliminary, cautious conclusions.  

3.1. Trends in the size of public environmental expenditure
13

  

101. In absolute terms, total domestic public environmental expenditure
14

 show a clear increasing 

trend over the time period 2006-2008. Unfortunately, of the 10 surveyed countries, only 6 provided data on 

total domestic public financing for environmental expenditure, and these are: Armenia, Azerbaijan, 

Belarus, Moldova, Russia and Uzbekistan. In 2008, for example, total domestic public environmental 

expenditure, range from about USD 8 mln in Uzbekistan to more than a billion USD in Russia. This 

significant difference in the expenditure levels most likely reflects the difference in the size of markets for 

environmental protection technologies as well as research and development in countries like Armenia or 

Uzbekistan. In the case of Belarus, high public environmental expenditure may be linked to the high share 

of state-owned enterprises in the country (the private sector share in GDP was about 30% in 2008-2009). 

                                                      
13

 All data in this chapter are provided in USD, period average exchange rate used. 
14

 Total public domestic expenditure include total expenditure for environmental pollution control (investment + 

current) + public expenditure on natural resource management + public expenditure on research and development. 
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Figure 6. Total public financing for environmental expenditure, mln USD 

 
Source: Countries’ data.  

102. The fact that the other four countries, Georgia, Kazakhstan, the Kyrgyz Republic and Ukraine 

could not provide data on total public environmental financing over the studied period raises certain 

questions with regard to these administrations. On the one hand, this may simply imply challenges with 

data collection. On the other hand, the lack of understanding at the national level of what happens in the 

country in terms of financing public environmental expenditure may seriously hinder the preparation of 

robust national public environmental expenditure programmes and their implementation at the local level. 

In addition, the lack of such data may also negatively impact discussions with donors on needed donor 

support in the country. It should also be pointed out that although the trend is generally increasing, these 

absolute amounts should be also seen against the very low public environmental expenditure levels in 

general and also in relative terms.  

103. As a share of GDP, public environmental expenditure in most of the 6 countries (Armenia, 

Belarus, Moldova, Russia and Uzbekistan) have generally fallen in the period 2006-2008. Only in 

Azerbaijan and Uzbekistan have they increased between 2006 and 2008. The share of the reported public 

environmentally-related expenditure in GDP varies significantly across the 6 countries, from 0.02% of 

GDP in Uzbekistan in 2006 to 0.81% of GDP in Belarus in 2006, which has the highest public 

environmental expenditure among the surveyed countries. These low levels of environmental expenditure 

may be partially explained by the fact that the numbers reflect the public resources only that go the 

environmental sector. Private sector contributions are not included here. It is unlikely though that the 

private sector will allocate significant resources for environmental financing in most of these countries. 

Table 6. Domestic public environmental expenditure as a share (%) of GDP, 2006-2008 

  2006 2007 2008 

Armenia 0.14 0.13 0.10 

Azerbaijan 0.11 0.16 0.15 

Belarus 0.81 0.72 0.57 

Moldova 0.38 0.39 0.33 

Russia 0.09 0.08 0.08 

Uzbekistan 0.02 0.02 0.03 

Source: EAP Task Force Secretariat own calculations. 
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104. On a per capita basis public environmental expenditure in the 6 countries are rather low and in 

2008 they range from less than 5 USD per capita in Uzbekistan to about 35 USD per capita in Belarus, 

where they are the highest. 

Figure 7. Per capita public environmental expenditure, USD, 2006-2008 
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Source: EAP Task Force Secretariat own calculations. 

3.2. Degree of consolidation of public sources of environmental financing  

105. MTEF was created with the aim of, among others, helping consolidate all sources that contribute 

to the public purse and provide a clearer and fuller picture of what will be available to the public sector in 

terms of potential revenue over the medium term. So, the major question for us will be to try to see to what 

extent the MTEFs in the EECCA countries have helped make this picture more transparent particularly in 

the environmental sector. Given, that some countries have introduced MTEFs only recently, it is difficult 

to make straightforward and general conclusions across the board. And yet, a certain picture is emerging. 

106. The main sources of financing of public environmental spending within the medium-term 

expenditure framework include the general taxation system, environmental funds and donors funds, 

including direct budget support and sector support.  

107. When it comes to support from the general budget, due to limitations of the project, we will look 

here only at the budgets of national environmental administrations. Looking at Figure 8 below, it becomes 

obvious that the budgets of the ministries of environment in EECCA are not just small compared to other 

social sectors, such as education and health, but they are simply negligible. As a share of total government 

budgets, environmental authorities’ budgets range between 0.85% (the highest) in Georgia to 0.11% (the 

lowest) in Uzbekistan.  
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Figure 8. Government allocations to the Ministry of Environment budget as compared to other selected 
sectors, % of government budget, average for the period 2005-2008 
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Source: Countries’ data. 

108. With regard to how resources requested by the ministries of environment compare to those that 

they actually received in 2008, only half of the countries provided responses to this question (Armenia, 

Azerbaijan, Georgia, Kyrgyzstan, Uzbekistan). Figure 9 below shows that in terms of resources requested 

by the ministries of environment and actual resources allocated to them, most countries (Azerbaijan, 

Georgia and Uzbekistan) received more or less as much as they requested, while Armenia – received less, 

and only Kyrgyzstan received more than what they asked for. This picture shows two things. First, the 

financial gap between resources requested and resources received from the budgets is very small, with the 

exception of Armenia. It may also mean that there are sectoral expenditure ceilings in these countries that 

work well (of the 5 countries only Uzbekistan does not have an MTEF) and the ministries of environment 

do fit their requests within these ceilings. While the resources at an aggregate level may not be sufficient, 

at least it seems that the ceilings provided at the beginning of the budget preparation cycle ensure some 

stability and certainty in the planning process. Unfortunately, we do not know what happens in the other 5 

countries though. 

Figure 9. Ministry of Environment budget, amounts requested versus allocated, mln USD, 2008  
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Source: Countries’ data.  
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Box 4. Russia – Budget Strategy for the Period until 2023 

In Russia, the Budget Strategy until 2023, shows that between 2000 -2007, the environmental expenditure in the 
consolidated budget as a share of GDP (excluding the transfers from extra-budgetary funds) were going down and 
they were the lowest compared to all other sectors. For the same period, environmental expenditure financed from the 
federal budget (including transfers from extra-budgetary funds, as a share of GDP) must have been extremely low as 
they are reported to have been 0% of GDP. This comes to show that Russia’s spending on environment at the federal 
level is negligible. This is also reflected in the data which show that the Law on the Federal Budget on the Federal 
Targeted Programmes does not explicitly mention any environmental programmes. The legitimate question is why the 
federal Ministry of Natural Resources does not seem to support any long-term programmes. Some environmental 
expenditure are probably covered through other programmes (e.g. destruction of the storage of chemical arms) but this 
is mainly a guess work. At the same time, other federal programmes , such as “The Protection of the Lake Baikal”, 
“The Reduction of Techogenic Risks” can also have environmental expenditure. 

Russia, Environmental expenditure in the consolidated budget as a share of GDP, 2000-2007 
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On the other hand, expenditure in the public utilities sector would include environmental investments as in the 
water utilities, or the heating sector, and these expenditure have been increasing between 2000-2007, but it is not 
clear what the share is of environmental services in these expenditure. And if the past trend of the Russian 
environmental expenditure look rather gloomy, the 2023 budget strategy does not envisage anything better for the 
Russian environment: environmental expenditure until 2023 are envisaged to remain stable at the low level of 0% of 
GDP (federal budget) and 0.1% of GDP (consolidated budget). 
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109. Now, how do these budgetary allocations look like in the context of the MTEF process? Table 7 

below provides some answers for the 5 countries that provided information, namely Armenia, Azerbaijan, 

Kyrgyzstan, Moldova and Russia. Within the medium-term expenditure framework, budget estimates are 

revisited on an annual basis. For all five countries, except Azerbaijan, actual allocations in the current year 

are higher than the previous year MTEF estimates envisaged. This is good news. In good times like the 

period before the crisis and with the existence of budget surpluses, the additional financial envelope was 

allocated across the sectors and the ministries of environment seemed to have benefited as well. On the 

other hand, in some cases the next year budget allocations were twice as much (e.g. Moldova) which raises 

questions about the absorption capacity of the ministries. 

Table 7. Comparison between out-year MTEF estimates and actual budget allocations to ministries of 
environment, mln USD 

Country  2005 2006 2007 2008 

Armenia 

MTEF (n + 1) 6.77 7.63 11.40 13.00 

Budget allocation (n) 
5.96 8.56 11.07 14.98 

Azerbaijan 

MTEF (n + 1) 22.74 30.78 33.91 47.71 

Budget allocation (n) 
14.91 20.82 27.97 36.27 

Kyrgyzstan 

MTEF (n + 1) 1.27 1.84 3.15 3.57 

Budget allocation (n) 
1.38 2.36 3.13 4.53 

Moldova 

MTEF (n + 1) 3.79 5.21 7.50 10.22 

Budget allocation (n) 
4.05 5.21 10.04 10.59 

Russia 

MTEF (n + 1) 796.90 895.52 1089.10 1368.05 

Budget allocation (n) 
769.33 857.27 1035.54 1256.59 

Source: Countries’ data. 

110. With regard to the execution of the ministries of environment budgets, basically all countries 

reported that over the period 2005 – 2008 they spent less than they received, except in Belarus and 

Uzbekistan where they managed to spend all the money allocated to the ministry. Kazakhstan and Ukraine 

did not provide such data. It seems that even if the amounts are relatively small, the ministries may have 

some problems spending their money in total. It is interesting to note though that quite often the execution 

of the ministries of environment budget is not any worse, and in many cases even better, than the 

performance of the national government budget as a whole. 

111. In the context of public environmental expenditure, one of the major sources of financing in 

EECCA countries, are environmental funds. The revenue of environmental funds is usually generated from 

environmental pollution charges and fines which are earmarked for environmental activities. In most 

countries, these funds were initially created as extra-budgetary entities, but as discussed earlier, in many 

countries in the early 2000s, the funds were consolidated in the budgets. 



ENV/EPOC/EAP(2011)2 

 46 

112. Three countries reported that they use earmarked environmental funds to support environmental 

activities: Belarus, the Kyrgyz Republic and Moldova. We need to make two points here. First, in 2006-

2008, of the three countries only Belarus provided more support for investments through their 

environmental funds than for current expenditure. In Moldova, most of the resources of the funds were 

spent on current expenditure. In principle, earmarking of public resources is discouraged on efficiency 

grounds as there are vested interests and resources are locked in and spent even when public support may 

not be needed any more. Earmarking may be temporarily accepted as a way to support significant 

investments which will not happen without public support, which is sometimes the case of the 

environmental sector. However, it is not acceptable to support current expenditure through public funds as 

this creates wrong expectations on the part of beneficiaries that the public purse will provide the money 

forever. 

Figure 10. Current versus investment public environmental expenditure provided by environmental funds, 
2006-2008 
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Source: Countries’ data. 

113. Second, the Kyrgyz Republic did not provide any data on total public environmental expenditure. 

Kyrgyzstan reported data on environmental funds only. This makes us believe that all public expenditure in 

the country come from the funds. This may be related to the specific institutional structure of the 

environmental authority in Kyrgyzstan but it may also point to another problem. Experience in many 

countries shows that the existence of earmarked funds often leads to a decrease of regular budget resources 

for the ministries of environment. The more the environmental funds revenues grow, the more the regular 

budget may decrease. As long as this situation persists, ministries of environment can hardly expect that 

the Ministry of Finance and the government as a whole will pay sufficient attention to the environment and 

allocate adequate resources from the general budget. More importantly though, the fact that the ministry of 
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environment is entitled to this revenue by law, without really competing for it, reduces the incentives for 

the Ministry’s staff to prepare solid and convincing programmes and allocate the resources in a cost-

effective and efficient manner. 

114. As for the support for the environmental authorities coming from donors, only three countries 

provided data: Armenia, Azerbaijan and Moldova. While donor support, as a share of the ministries of 

environment budget, in Azerbaijan is rather negligible (less than 2% on average) over the period 2005-

2008, in Moldova it is about 15%, in Armenia donor support is significant (about 50% on average over the 

same period). Of this contribution, Armenia reports that about 20% is allocated for carbon financing, while 

in Azerbaijan – this share is higher – about 30%. In addition, in Armenia, carbon financing has 

significantly increased between 2006 and 2008 – more than twice. 

115. It is also interesting to see how much of donor support is on or off budget and to what extent 

donors are moving towards direct budget support in these countries. With regard to the budget status of 

donor funds for the environment (see Figure 11), Azerbaijan, Belarus and Uzbekistan report that these 

funds are still off-budget, Kazakhstan and Ukraine did not provide information. Armenia specifies that 

most of the funds are on-budget but a certain share is still off the budget, and this share has been reducing 

over the years (from about 40% in 2006 to about 20% in 2008).  

116. On the other hand, only Armenia and Moldova responded to the question about the main forms in 

which donor support is provided to their countries. Project support in Moldova still continues but it has 

been decreasing and is being consistently replaced by direct budget support. Direct budget support 

provided to Moldova in 2008 represented about 50% of all donor support and in a period of 3 years 

between 2006 and 2008 it increased more than 6 times. In Armenia, all possible forms of donor support are 

co-existing, including project and programme financing, sector wide and direct budget support. In the 

period 2006-2008 however, direct budget support decreased from 21.3 to 14.3% of total donor 

contributions. So, it is difficult to see a firm trend. But the reason may also be the insufficient level of data 

on donor support which is yet another glaring data challenge in EECCA.  

Figure 11. Status of donor contribution to the environment with regard to the country’s budgets 
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Source: Information provided by countries. 

117. Although there is no sufficient information, data on donor contributions show that direct donor 

support does increase, and it increases significantly. We know that donor support in Ukraine is also 

increasing although project financing for the environment is still predominant. Carbon financing is also 
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increasing as a source of revenue for the environment. It is disappointing though that so very few countries 

chose to provide information on this issue.  

118. It should also be noted that due to the fragmentation of responsibilities for environmental 

management across many different ministries and government agencies, it is difficult to get a clear picture 

of what these other institutions are spending on environmental programmes. Unfortunately, it was not 

possible within the framework of this survey to carry out such analysis. As a result, it is hard to say to what 

extent the sources of revenue of these other agencies are integrated and consolidated into the medium-term 

expenditure frameworks in the countries.  

119. Altogether, it seems that, to date, the MTEFs may have, including in the environmental sector, 

somewhat helped consolidate public resources. But it is difficult to see direct and straightforward links. 

Maybe this is mostly visible when looking at environmental funds and donor support. It is true however 

that the consolidation of extra-budgetary funds started even before the introduction of MTEFs, hence it is 

hard to attribute this process to the MTEFs only. The consolidation of donor funds and bringing them on 

the budget on the other hand seem to owe more to the introduction of MTEFs. This is a slow process but 

the situation is improving. In addition, the existence of top-down sectoral ceilings also seems to have 

injected some stability and predictability in the flow of resources coming from the general budget. 

3.3. Public environmental expenditure structure and its deficiencies 

120. The structure of environmental expenditure is discussed mostly in terms of investment vs current 

expenditure and expenditure distribution by environmental domain. Six of the 10 countries provided 

relevant data: Armenia, Azerbaijan, Belarus, Moldova, Russia and Uzbekistan.  

121. Current expenditure are the more important component of public environmentally-related 

expenditure (see Figure 12 below). Only in Armenia, the government spent more on investments than on 

current expenditure in the two pre-crisis years. In Azerbaijan, in the same period, investments were more 

or less a par with recurrent expenditure. The picture that emerges from the data provided by the countries 

on current versus investment spending on natural resource management shows that the countries do not 

make basically any investments in this sector.  
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Figure 12. Current versus investment public environmental expenditure, mln USD, 2006-2008 
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Source: Countries’ data.  

122. The data of the 2009 CIS Statistical Yearbook show that the share of investments in pollution 

control and natural resource use in a few selected countries as a share of total fixed capital formation 

(Figure 13) has been rather falling in the pre-crisis period despite the economic growth. This low level of 

investments may be partially explained by the fact that in some of the countries, the ministries of 

environment do not have major production functions but it may also reflect a situation where very little (as 

in Russia and Uzbekistan) new investments were actually made. This kind of current inaction towards 

restoring environmental assets may cost the countries much more in the longer term.  
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Figure 13. Environmental investments in total fixed capital formation as a share of total investment in fixed 
capital, 2006-2008 
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Source: CIS Statistical Yearbook, 2008. 

123. In terms of public spending on the environment by media or domain (see Figure 14 below), only 

five countries provided such data, namely Armenia, Azerbaijan, Belarus, Moldova and Russia. It would be 

interesting to know why the other countries were not in a position to provide these data. If the data are not 

available in the ministries of environment, this raises concerns about the spending of resources and the 

quality of the programmes that environment ministries need to support. 

124. The data provided by the four countries show that in 2008 in Armenia and Moldova most public 

resources went to nature protection and conservation – more than 50% in Armenia and more than 40% in 

Moldova, while in Belarus and Russia (more than 40%) and Azerbaijan (about 25%) -  these resources 

were spent on water resources protection. Actually most of the resources in Azerbaijan were spent on 

“Other” issues, more than 50%. It is not clear however which sector exactly this money goes to, but these 

are significant resources. These 50% are subsequently divided in the following way: 6,7% for 

infrastructure development, 8,6 % for the protection of mineral resources, 17 % for forest protection and 

development, 3,1 % for protection of biodiversity in water resources, 6,4% for administrative expenses. It 

seems however there is some overlapping in expenditure classification. 
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Figure 14. Public environmental expenditure by domain, shares of total expenditure, 2008 

    

     

 

Source: Countries’ data.  

125. Whatever the reason for the fact that most of the countries provided poor data, this points to a 

certain issue. And the issue is that there are problems with availability of data collection and processing. 

This lack of reliable data becomes even more important when cost and expenditure estimates need to be 

prepared on a medium-term basis in the context of MTEFs. If good quality data are missing it is difficult to 

prepare realistic and credible analysis. Even more importantly, it is difficult to analyse the effectiveness 

and efficiency of the public resources spent on solving one or another environmental problem. Such a 

situation cannot meaningfully support debates of policy-makers that need to make informed decisions.   
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CHAPTER IV. BUDGET PLANNING AND MANAGEMENT PRACTICES 

126. The budget process can be divided into four distinct stages: (1) executive drafting or formulation, 

(2) legislative approval, (3) execution, and (4) audit and evaluation. The timing of the budget process 

reflects country-specific factors, such as administrative heritage and capacity, the balance of power 

between the different branches of government, as well as the macro-economic context.  

127. This chapter looks into these issues and their actual implementation in the EECCA countries in 

more detail. A special focus is placed on the role of the legislature in this process. In addition, the chapter 

discusses the survey results related to medium-term budgeting practices and their linkages to the annual 

budgets in the countries. The actual application of budget execution practices is discussed in the next 

chapter through the example of the environmental sector.  

4.1. Budget planning and formulation 

128. A sound budget formulation process requires, among others, the preparation of robust 

macroeconomic and fiscal projections, setting fiscal rules, aggregate limits and sectoral expenditure 

ceilings, the introduction of comprehensive medium-term expenditure frameworks and performance 

indicators to measure budget execution as well as the integration of capital and recurrent budgets. Below 

we discuss the results from the survey related to some of these issues. 

Macroeconomic and fiscal forecasts 

129. The credibility of the budget system lies in the first place in the capacity of the government to 

estimate total available resources for the public sector over a multi-year period, usually within a multi-year 

macroeconomic and fiscal policy framework. While the estimation and modelling process is mostly a 

technocratic exercise, there are a number of strategic and political decisions that depend on government 

choices which will shape the economy and thus the strength of the fiscal base of the country. Some of these 

include what structure of the economy will be supported by the government, the level of debt that will be 

incurred or guaranteed by it and the overall taxation policy.  

130. The development of sound conservative macroeconomic forecasts for budget formulation is 

crucial. Most governments identify at a minimum pessimistic and optimistic scenarios. (In Russia, there are 

three scenarios – pessimistic, realistic and optimistic.) Being optimistic, which serves primarily a political 

purpose, is likely to lead to excessive spending relative to likely revenues, as well as higher deficits and 

debt. Good practices show that comparing government estimates to estimates prepared by economic 

researchers from private sector institutions or non-governmental organisations (and using consumer 

confidence surveys) usually provide a more realistic picture
15
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 Countries use a variety of techniques to assure sound economic estimates, some during the budget development 

stage (ex ante to budget enactment) and some after budget passage. Among ex ante good practices are: 

comparison with private or academic forecasts during forecasts development, using the median forecasts of 

several reputable non-government organisations, economic updates prior to the budget enactment that 

allow for modifications to the budget proposals to fit emerging trends, inclusion in the budget of a table 

comparing the key economic variables of the government forecast with several reputable private or public 
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131. The central budget authority in all surveyed countries is the ministry of finance (in Kazakhstan, it 

is a combined Ministry of Economy and Budget Planning). Ministries of finance are responsible for both 

fiscal projections forecasting and revenue collection (usually through their treasuries) and public finance 

administration. It is usually ministries of economy which are responsible for long-term macroeconomic 

projections, such as GDP, inflation rate, share of public debt, exchange rates. These are important elements 

that ministries of environment need to be aware of when they prepare their programmes and budgets. It is 

the ministries’ of finance responsibility to provide all government agencies with this information regularly 

and on time in order to ensure consistency in expenditure estimates and financial analysis. 

132. Most EECCA countries prepare medium macroeconomic and fiscal projections. In the absence of 

full-fledged MTEF, the existence of such projections shows some rudimentary medium-term budgetary 

planning. How robust and realistic such projections are it is difficult to say but the recent financial crisis 

showed the poor predictions of the numbers that governments had calculated in this context. 

133. The most common practice, as reported by the countries, in preparing and publishing such 

forecasts is on an annual basis; six out of the 10 surveyed countries do so (Armenia, Azerbaijan, Georgia, 

Kazakhstan, Kyrgyzstan, Moldova). Only one country publishes its macroeconomic projections 3 times a 

year – Russia (these projections can be found on the web-site of the Ministry of Economic Development), 

and three countries state that that they do not publish such forecasts (Belarus, Ukraine and Uzbekistan). 

Not publishing such projections does not necessarily mean that they are not prepared but it shows a certain 

lack of transparency as well as implies potential difficulties for sectoral ministries and agencies with 

obtaining this information. In addition, even if such projections exist, if they are not taken into account in 

the budget preparation process, they remain just a futile exercise. This may additionally undermine the 

credibility of budget formulation. 

134. For example, in Ukraine, often, between the first and the third reading of the draft law on the 

budget, it is a usual practice that the parliament would change significantly the fiscal indicators. When the 

crisis hit, even making such projections was (temporarily) suspended. Such macroeconomic forecasts do 

not allow the preparation of credible fiscal projections and the imposition of a top-down hard budget 

constraint that can guide overall levels of spending over the medium-term.  

135. It is worth noting that one of the market-based instruments applied by the EECCA environmental 

authorities in their policies, namely pollution and natural resource charges, fines and fees are also revenue-

generating and participate in the fiscal projections of the government. In a number of EECCA, this revenue 

goes to the general budget of the country, in others, it is earmarked to environmental activities and is 

usually channelled to the existing environmental funds (e.g. Kyrgyz Republic, Uzbekistan). In Ukraine, for 

example, the ministry of environment works closely with the ministry of finance in estimating expected 

revenue from pollution charges. This is a good practice as it allows the two institutions to join forces. In 

addition, the ministry of environment can benefit from access to the tax registrar of the ministry of finance 

and obtain a better picture of all small and medium-size enterprises and potential polluters that need to be 

monitored for compliance with environmental legislation.  

                                                                                                                                                                             
forecasts with explanations for significant variation in median forecasts and having multiple government 

forecasts that could be the basis of budget development. Good practice also includes setting aside 

“reserves” during budget formulation to account for some variation in forecasts after budget passage, mid-

fiscal year economic updates after budget passage combined with required proposals to bring the budget in 

line with emerging trends during the fiscal year, formal procedures for passing supplemental budgets 

during the fiscal year. 
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136. In some EECCA countries, environmental inspectorates have direct responsibilities for collecting 

pollution charges, and particularly, fines, even though the revenue they generate goes to the state budget. 

There are often “plans” for the collection of fines and the ministries of finance closely monitor and enforce 

their implementation. Such plans may often create perverse incentives for environmental inspectors to 

focus more on achieving fiscal objectives rather than environmental outcomes.  

137. It is also important to mention how countries deal with expenditure projections reflected in the 

distinction made in the annual budgets between on-going and new policies/programmes which is a 

cornerstone of the MTEF process. Four countries state that such a distinction is clearly made, namely 

Azerbaijan, Georgia, Russia and Uzbekistan. Moldova reports that this is done but not consistently, while 

there is no such distinction in the budget in Belarus, Kazakhstan and Ukraine. In Armenia, for example, the 

annual budget law does not separately show the new vs. existing initiatives. However, the MTEF does. 

First, the line ministries must specify the new initiatives separately (with separate justification 

requirements), and then these are reflected in the final MTEF paper (including for the environment 

sector
16

).  

Fiscal rules 

138. The use of fiscal rules is usually associated with improved fiscal performance. Since the 

pioneering Fiscal Responsibilities Act in New Zealand in 1994, there has been an explosion of interest 

internationally in fiscal transparency, fiscal rules and institutional arrangements to constrain short term 

fiscal opportunism by governments. The EU fiscal rules have had a huge influence on these developments.  

Box 5. Major types of fiscal policy rules 

1. Balanced budget or deficit rules. These include: (i) balance between government revenue and expenditure (i.e. 
prohibition on government borrowing) or limit on government deficit as a proportion of GDP; (ii) balance between 
structural (or cyclically adjusted) revenue and expenditure, or limit on structural (or cyclically adjusted) deficit as a 
proportion of GDP; (iii) balance between current revenue and current expenditure (i.e. borrowing permitted only to 
finance capital expenditure). 

2. Borrowing rules. These include: (i) prohibition on government borrowing from domestic sources; (ii) prohibition 
on government borrowing from central bank, or limit on such borrowing as a proportion of past government revenue or 
expenditure. 

3. Debt or reserve rules. These include: (i) limit on stock of gross (or net) public debt as a proportion of GDP; 
(ii) target stock of reserves of extra-budgetary contingency funds (e.g. social security funds) as a proportion of annual 
benefit payments 

4. Expenditure rules. These include permanent limits on total, primary, or current spending in absolute terms, 
growth rates, or in % of GDP 

5. Revenue rules. These cover ceilings or floors on revenues aimed at boosting revenue collection and/or 
preventing an excessive tax burden.  

Source: IMF, December 2009. 
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 However, with respect to the environment sector, the recent Armenian MTEF paper had only a 1/3 page long 

section with a table on new initiatives, which was only one such initiative and was only at 1.2% level of 

total environment budget. 
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139. Fiscal rules are institutional mechanisms aimed at supporting fiscal credibility and discipline. 

More generally, they provide a tool for controlling the budget on both the revenue and expenditure side. 

While longstanding experience with rules concerns mainly advanced economies, there has been an 

increasing interest from emerging and transition economies in these rules. A fiscal rule is defined as a 

permanent constraint on fiscal policy through simple numerical limits on budgetary aggregates. Box 5 

presents a short description of the major types of fiscal policy rules in use. 

140. What does the survey tell us about the use of fiscal rules in the EECCA countries? First, EECCA 

countries have been using fiscal rules for a while. Table 8 below shows that in an attempt of strengthening 

fiscal discipline and ensuring debt sustainability EECCA have started using most of the major rules, with 

the expenditure rule being the most popular (most often the rule targets nominal expenditure ceilings), 

followed by the deficit rule. Only Kazakhstan and Ukraine state that there are no fiscal rules applied in 

their countries. In addition, 6 out of 10 countries report that these countries are subject to fiscal targets set 

by IFIs (most often by the IMF) but the countries do not specify what these rules are. It is likely however 

that the introduction of the fiscal rules in EECCA is also closely linked with the IFIs’ fiscal and budgetary 

requirements. 

Table 8. Fiscal rules in EECCA: In developing the budget, are there any fiscal rules that place limits on fiscal 
policy? 

Country No limits 
Yes, expenditure 

rule 
Yes, revenue 

rule 
Yes, budget balance 
(surplus/deficit rule) 

Yes, debt 
rule 

Armenia         

Azerbaijan        

Belarus         

Georgia       

Kazakhstan n.a. n.a. n.a. n.a. n.a. 

Kyrgyz Republic        

Moldova        

Russia          

Ukraine       

Uzbekistan          

Note: n.a. – non applicable. 

141. The time horizon covered by the fiscal rules varies between 1 and 4 years and are established in 

the budgetary legislation. It is interesting to note that while Kazakhstan does not specify any fiscal rules 

they specify a duration of 3 years (see Figure 15 below).   
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Figure 15. Time horizon of fiscal rules, number of years 
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142. The experience with using fiscal rules worldwide is somewhat mixed. At the outbreak of the 

financial crisis, many countries broke their rules, including in the EECCA region. Several concerns arise 

regarding rule-based fiscal policy. First, rules adopted without a sufficient political commitment to pursue 

a disciplined policy or without necessary prerequisites adequately in place are unlikely to be sustained and 

may end up undermining policy credibility. Second, rules - especially deficit and debt ceilings – may entail 

a pro-cyclical stance
17

 in bad times as they constrain discretion (and in good times they may not be 

binding). Third, rules may reduce the quality of fiscal policy because they are generally silent on the 

composition of the eventual fiscal adjustment needed to comply with the rule. This may result in easy-to-

cut capital spending that may have high social returns with potential negative impact on long-term growth 

prospects. Fourth, rules can encourage “creative” accounting and off-budget operations to be seen abiding 

by the rule, thus reducing transparency. This temptation is likely to be all the greater in an environment of 

large deficits and debts, and sustainability concerns. 

Expenditure ceilings 

143. Ministries of finance have the leading role in maintaining aggregate fiscal discipline, ensuring 

compliance with the budget laws and enforcing effective control of budgetary expenditure. Giving a hard 

constraint to line ministries from the beginning of the budget preparation process favours a shift from a 

“needs” mentality to an availability mentality. In most countries, there is some form of top-down budgeting 

in which there are fixed limits for initial ministry spending plans (see Table 9). These limits may be fixed 

annually or on a medium-term basis.  

144. Six out of 10 countries report that there are fixed limits for the initial ministries’ spending plans 

based on the medium-term expenditure framework (Armenia, Azerbaijan, Georgia, Kyrgyz Republic, 

Moldova, Russia). Belarus reports that such limits are given in the form of suggested spending targets only. 

Kazakhstan reports that this is not an issue in their country, while Ukraine reports no medium-term limits 

on expenditure but they actually have annual limits (both on capital and recurrent budgets). Uzbekistan 

reports that there are no restrictions whatsoever on initial ministries’ spending plans either on a medium-

term basis or annually. Setting sectoral expenditure ceilings based on medium-term expenditure projections 

is a good practice. However, if the medium-term sectoral expenditure projections are not robust, the entire 

exercise of setting sectoral ceilings will not be credible. 
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 A pro-cyclical fiscal policy implies that spending goes up (taxes go down) in booms and spending goes down 

(taxes go up) in recessions. 
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Table 9. Expenditure limits on ministries’ initial spending plans 

Country 
Are there fixed limits set for initial ministry’s budget proposals for the upcoming year(s)? 

 

There are no 
medium-term 

plans of budget 
expenditures 

Yes, they are 
based on the 
medium-term 
expenditure 
framework 

No, there are 
only suggested 

spending targets 

No, there are no 
restrictions on 
initial budget 

proposals from 
ministries 

N/A 

Armenia 
      

Azerbaijan 
      

Belarus 
      

Georgia 
      

Kazakhstan 
  

    

Kyrgyz Republic 
      

Moldova 
      

Russia 
      

Ukraine 
   

   

Uzbekistan 
  

    

 

145. It is worth noting that expenditure ceilings are not cast in stone, in most cases they are indicative 

and provide sector ministries with some basis from which they can start preparing their medium-term and 

annual budget plans. These ceilings may change for various reasons (economic changes, new policy 

initiatives and the need for the re-allocation of resources). The existence of some indication, even if not 

completely precise, is better than the lack of any such ceilings. As stated earlier, it is generally agreed, that 

the only hard expenditure ceilings are those for the current year of the MTEF, which constitute the start of 

a sound budget preparation process. This understanding is confirmed by the responses of the countries – all 

of them, except Russia, receive expenditure ceilings from the ministry of finance annually, in Russia – this 

is done for a period of three years, while the annual expenditure limits are reviewed every year. At the 

same time, the sector ceilings for the out-years should not merely be loose and casual indications either, to 

be readily ignored when the annual budget process comes around again, otherwise the whole process risks 

to lose credibility. 

146. Apart from expenditure ceilings, ministries of finance use other instruments to guide the budget 

preparation process in the sectors. As can be seen in Table 10, in all surveyed countries, ministries of 

finance issue annually a set of rules for the budget process, sectoral ministries receive a set of 

macroeconomic assumptions to be used in the budget preparation process (except in Kazakhstan), and in 7 

of the countries sectoral ministries are given explicit information on government priorities as guidance in 

the process.   
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Table 10. Annual budget regulations issued by ministries of finance 

Country 
If there are annual budget regulations issued by the central budget authority to guide 
the preparation of budget proposals / budget estimates, what information is contained 

therein? 

 

A set of rules 
for the budget 
process and 

the main forms 
to be used in 
the estimates 
submission 

The 
macroeconomic 
assumptions to 
be used in the 

process 

Information on 
government 

priorities 

Spending 
ceilings or 

targets 

There is no 
such 

regulation 

Armenia 
        

 

Azerbaijan 
        

 

Belarus 
        

Georgia 
      

  

Kazakhstan 
   

   

Kyrgyz Republic 
    

 
  

 

Moldova 
        

 

Russia 
        

 

Ukraine 
      

  

Uzbekistan 
      

  

Capital and recurrent budgets 

147. Another element in the budget formulation process is the preparation of capital and recurrent 

budgets. As the survey shows, in 5 of the countries, the two budgets are prepared separately and split 

presentationally in the central budget (Azerbaijan, Kazakhstan, the Kyrgyz Republic, Ukraine, 

Uzbekistan). The two budgets are integrated in 4 of the countries (Armenia, Georgia, Moldova, Russia) 

and in Belarus, the two budgets are put together but they are presentationally subdivided in the central 

budget (Table 11). In Armenia, more specifically, which is in a process of moving towards programme 

budgeting, the capital appropriations are presented as part of a programme together with recurrent 

appropriations, thus indicating the full costs (on a cash basis) of the programme. 

148. The process of preparing the two budgets separately by two different entities is known as dual 

budgeting. Initially this practice was introduced with the aim of applying the “golden rule” in public 

finance policy which would require balancing the recurrent budget and borrowing only for investment. 

Experience shows that often when two separate institutions prepare the two budgets, they do this by using 

different criteria, different staff and even different ideologies. Clearly, such a practice impedes the 

integrated review of current and investment expenditure that is necessary for any good budget process. 
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Table 11. Presentation of capital and operating budgets in annual budgets 

Country 
Is your central Government budget split into a separate 

capital and operating budget? 

 

No, capital 
and operating 
budgets are 
integrated 

One budget is 
formed, but it is 
subdivided into 

current and capital 
expenditures 

Yes, there are 
separate capital 
and operating 

budgets 

Armenia 
    

Azerbaijan 
    

Belarus 
    

Georgia 
    

Kazakhstan 
    

Kyrgyz Republic 
    

Moldova 
    

Russia 
    

Ukraine 
    

Uzbekistan 
    

 

149. Preparing the two budgets separately is not in line with good international practices (for 

presentational purposes, however, they may still be shown separately). Estimating the costs of investment 

programmes separately from their operation and maintenance (O&M) costs provides a misleading picture 

of the future public funds needed for the adequate maintenance of the capital assets. This budget structure 

also goes against the rationale of the programme-based approach of grouping all relevant costs together. 

With further improvements in the budgeting process, countries will have less need for such a split.  

Medium-term expenditure frameworks 

150. The survey shows that most of the countries in the region have already introduced MTEFs. As 

Table 12 below shows 7 of the countries have MTEFs, Belarus is planning to launch its first MTEF in 

2011, Ukraine and Uzbekistan do not yet have MTEFs. Armenia was the first to introduce this budgeting 

approach – this happened as early as 1999. It is interesting to point out that while Ukraine does not have a 

fully-fledged MTEF, analysis carried out by the OECD in this country shows that there are certain 

elements that belong to the MTEF concept already in place in Ukraine (e.g. medium-term fiscal 

projections, a kind of two-year expenditure plans required by the legislature from sectoral ministries). It is 

also interesting to note that Russia has gone a step further and has launched the adoption of not just a 3-

year MTEF but actually of 3-year budgets. This practice was however suspended at the face of the 

financial crisis and only recently restarted. 
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151. In terms of MTEF coverage, five countries report full coverage (Georgia, Kazakhstan, 

Kyrgyzstan, Moldova, Russia), that is, all levels of government are included in the MTEF, both Armenia 

and Azerbaijan report that MTEF applies to central government bodies only (excluding local 

governments
18

). The same 5 countries plus Azerbaijan report that from the outset MTEF was introduced as 

a whole of government exercise. The MTEFs in these countries, except Russia, are rolling frameworks 

revised on an annual basis. In Russia, it is rather a fixed or periodical 3-year budget (at least this is the 

intention). 

Table 12. Medium-term expenditure frameworks 

Country MTEF 
Year of launching the 

MTEF 
Number of years of 

the MTEF 

Armenia Yes 1999 3 

Azerbaijan Yes 2003 4 

Belarus No Expected 2011 Na 

Georgia Yes 2005 4 

Kazakhstan Yes 2009 3 

Kyrgyz Republic Yes 2001 3 

Moldova Yes 2002 3 

Russia Yes 2006 3 

Ukraine 
No, only certain 

elements 
Na Na 

Uzbekistan No Na Na 

  

152. It is interesting to note that the one and only reason for introducing the MTEF, as reported by the 

countries, was the enhancement of medium-term planning in the individual sectors. While this is a 

legitimate concern, it differs from the situation in OECD countries which did that primarily to fight high 

fiscal deficits and to restore fiscal discipline. A possible explanation for this specific situation in EECCA is 

the fact that MTEFs were introduced in a period when most countries were enjoying high economic growth 

and often budget surpluses. It seems that the EECCA countries chose to introduce MTEFs rather as a tool 

of improving their financial planning capacities. On the other hand, the situation in EECCA may also 

reflect the fact that most countries launched MTEF with support of donors and international organisations. 

All countries except Azerbaijan report such support for MTEFs development. As part of their support, a 

number of donors have required the introduction of medium-term expenditure frameworks. This may also 

have been the case in some of the EECCA countries.  

153. In addition, all countries but Armenia report that the MTEF document is presented together with 

the annual budget in the parliament when annual budgets are discussed. In Armenia, the MTEF paper is 

submitted to the Parliament three months before the draft budget law so that MPs have sufficient time to 

review the government medium-term expenditure plans. All countries also report that the structure of the 

MTEF document and the annual budget are identical. In terms of the nature of expenditure estimates 

                                                      
18

 In Armenia, there is a separate and independent budgeting process for local governments which has its own 

strategic planning phase (with 4-year strategic plans as part of budget planning) that partially plays the role 

of mid-term planning for communities. 
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included in the MTEF document for the years beyond the current budget year, Georgia reports that these 

are loose estimates,  Azerbaijan, Kyrgyzstan and Moldova report that these represent indicative allocations 

of funds to an agency or programme, and Kazakhstan and Russia state that these are binding forward 

budgets, including new policy proposals. In Armenia, more specifically, the methodological instructions 

for MTEF and budget requests formulation (it is one instruction for both submissions) state that budget 

submissions from line ministries may vary from the ceilings only if the legislative and/or other exogenous 

factors happened in the time between the MTEF ceilings were set and the budget submission. Besides, the 

same instructions state that during the budget submissions the line ministries are allowed to make changes 

between the programmes provided these changes do not exceed the ceiling set for the agency At the same 

time, only Armenia, Azerbaijan and Moldova report that the first outyear of the MTEF is automatically 

used as a starting point for the preparation of the next year budget. 

154. How exactly the MTEF document is treated by the MPs or even more importantly what is the 

quality of this document - this is difficult to judge on the basis of this survey only. It seems that in general, 

MTEF estimates do not require authorisation by the legislature, the MTEF document is usually presented 

for illustration and information purposes only. Except, of course, in Russia where the MTEF is supposed to 

have a different status of a 3-year budget, and not just a framework. In this case, the approval of the 

legislature is constitutionally required. Interestingly enough, Kazakhstan also reports that the out-year 

expenditure estimates have the nature of forward biding budgets (see Table 13 below). 

Table 13. Nature of MTEF out-year expenditure estimates 

Country 
What is the nature of the out-year expenditure estimates of the 

MTEF documentation? 

 

Binding 
forward 
budget, 

including 
new 

proposals 

Indicative 
allocations of funds 
to a sector / agency 

/ programmes for 
the MTEF period 

Loose cost of 
existing 

policies/programmes 
identified for the 

MTEF period 

N/A 

Armenia 
     

Azerbaijan 
     

Belarus 
     

Georgia 
     

Kazakhstan 
   

 
 

Kyrgyz 
Republic 

   
 

 

Moldova 
     

Russia 
     

Ukraine 
     

Uzbekistan 
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155. Given that a fully-fledged MTEF require budgets organised around programmes, it is interesting 

to see to what extent programme budget classification is used by the countries. Traditionally, the allocation 

of budget expenditure in EECCA is most often done on the basis of economic and functional 

classifications. More recently, programme classification of expenditure was added to the budgets. Budget 

programme classification is a major issue and often poses challenges to successfully integrating it with 

existing classifications.  

156. As seen Table 14, almost all countries use all types of existing budget classifications. Programme 

classification is gaining grounds. Of the 10 countries, Georgia, Kyrgyzstan and Uzbekistan do not use 

programme classification in their budgets. It is interesting to note that Georgia reports only one type of 

budget classification used in the country’s budget.  

Table 14. Budget classification: How are expenditure classified in the central government budget? 

 

Country 
Function / sector 

(e.g. environment, 
health, defence) 

Economic 
classification 

(e.g. 
employee 

compensation, 
interest 
grants) 

Line-item (or 
object) 

classification 
for 

procurement 
of goods 

and services 
(e.g. 

salaries, 
travel, 

printing) 

Separation of 
current / 
capital 

expenditure 
(as part of 
line-item 

classification) 

Administrative 
or 

organisational 
classification 

(e.g. 
hierarchical 
levels and 

administrative 
units in line 
ministries) 

Programme 
classification 

(reflecting 
the 

government’s 
policy 

objectives 
and/or 

individual 
programme 

budgets) 

Armenia 
            

Azerbaijan 
            

Belarus 
            

Georgia 
       

Kazakhstan 
            

Kyrgyz 
Republic 

           

Moldova 
            

Russia 
          

Ukraine 
N/A       N/A   

Uzbekistan 
           

 

157. Programme budgeting is the practice of grouping different kinds of budgetary expenditure into 

separate programmes so that every type of expenditure can be linked directly to one or another programme. 

Programme-based budgeting implies that expenditures are presented in the form of programmes in the 

annual budget. Unlike traditional practices of formulating budgets that usually focus on inputs of the public 

sector production function and frequently pay little attention to the nature of the outputs that are produced, 

programme-based budgeting reverses the process focusing first on outputs and outcomes and only then 
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asking what is the adequate level of resources needed to produce these outputs. In this sense, programme-

budgeting is concerned with achieving results and suggests the use of performance indicators to measure 

the attainment of the programme’s objectives. In this context, programme and performance-based 

budgeting are closely linked in spirit.  

Performance information in the budget process 

158. Over the past years, as part of the efforts to improve public sector performance and 

accountability, many EECCA countries have sought to introduce performance information into their 

management and budgeting systems. Countries are at different stages of developing their performance 

systems. All countries report that all ministries and government agencies are required to set some 

performance targets (either financial and/or non-financial) in their MTEF/budgetary documentation.  

In terms of responsibilities for setting performance targets for line ministries, 4 countries (Armenia, 

Kyrgyzstan, Moldova, Russia) report that it is the respective minister who bears this responsibility. In 

Azerbaijan and Georgia, it is the minister of finance jointly with the respective line minister, and in 

Belarus, Kazakhstan and Uzbekistan – it is the Office of the Chief Executive (most likely the president 

given the government structure in these countries). Responsibilities for achieving the performance targets 

are borne by approximately the same institutions/people.  

159. Performance measures (outputs or outcome measures) and evaluations are the methods most 

commonly used to assess the performance of agencies and programmes. Benchmarking is practically not 

used. Ex-post evaluation of target achievement is also usually carried out by line ministers, or the 

president/prime minister/cabinet (Azerbaijan and Kazakhstan) and only Georgia reports that this is jointly 

done by the minister of finance and the line minister.  

160. Setting targets and evaluation of the results can be a very formal (or formalistic) process and it is 

difficult, on the basis of the survey only, to judge the quality of this exercise. It is more interesting however 

to see how all this information is used in practice both in line ministries, in the ministry of finance, in the 

parliament and in the public debate as a whole.  

161. Usually, this information is used to hold the line minister accountable for results and second in 

the debate between the line ministry and the ministry of finance on allocation of resources. While all 

countries prepare both financial and non-financial performance information, in Azerbaijan, Kyrgyzstan and 

Russia non-financial targets do not have place in budget negotiations with the ministries of finance. Non-

financial information is also provided to other relevant institutions, such as the supreme audit institution, 

the legislature, office of the president/prime minister/cabinet as well as distributed internally within line 

ministries. There are two interesting facts to note in countries’ responses in this regard. First, only four 

countries, Armenia, Belarus, Kazakhstan and Uzbekistan, state that such information is presented to 

parliament, and three countries, Belarus, Georgia and Moldova, state that this information is provided 

internally to line ministries’ staff.  
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Figure 16. Reporting of performance information 

 

162. With regard to providing performance information to the parliament, Azerbaijan and Belarus 

state that this is done rather on an ad hoc basis and if specifically requested, and only Armenia and 

Kazakhstan report that each ministry prepares performance reports accompanying the budget. But no 

country, except Armenia, reports using performance information in the main budget documents. In the case 

of Armenia, in budget formulation, performance information on non-financial indicators goes to parliament 

for all agencies’ budgets by all programmess and subprogrammes, the indicators may not be the ideal ones, 

but they exist. As in budget reporting: all agencies provide quarterly reporting to the Ministry of Finance, 

but the Ministry of Finance provides information only on annual performance on non-financial indicators 

to the parliament. Currenlty, the Ministry of Finance edits those reports before sending them to Parliament, 

thus the reports become less comprehensive with accents only on “big” programmes and/or “big” 

variations from the plans.  

163. Performance information is also provided to the public at large. Most commonly it is presented as 

part of government-wide reports on performance, followed by information provided on ministries’ web-

sites (see Table 15 below). While web-sites are an easy way to check a ministry’s performance, 

government-wide reports are not a particularly good option for the general public to understand the 

performance of a given agency. Either because, such reports are not readily available to the public at large 

or because the necessary information is not always easily identifiable. 
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Table 15. Availability of performance information to the public 

Country Is performance against targets made available to the public? 

 

Yes, a 
Government-
wide report on 
performance 
is published 

 

Yes, individual 
ministries 
publish 

reports on 
their 

performance 

Yes, as part of 
other 

Government-
wide 

documents 

Yes, as part of 
other ministry-

specific 
documents 

 
Yes, there is 
an internet 
site for this 
information 

 

Armenia 
         

Azerbaijan 
       

Belarus 
       

Georgia 
       

Kazakhstan 
          

Kyrgyz 
Republic 

      

Moldova 
      

Russia 
      

Ukraine 
        

Uzbekistan 
      

164. It is interesting to note how OECD ministries of finance and legislatures use performance 

information in the budget process. In the majority of the countries, they engage in performance informed 

budgeting. That is, they use performance information in budget negotiations along with other information 

on fiscal factors and political priorities. Performance information is one factor in the decision-making 

process and it is generally used to inform - but not to determine – budget allocations (OECD, 2006). The 

current practice, on a government-wide scale, in OECD countries is not to automatically or mechanically 

link funding to results. It is questionable if such an approach is even desirable at this level given the 

technical issues and questions of incentives involved with adopting it.  

165. In addition, OECD experience with setting performance targets and indicators shows that the 

process by which performance targets are set is as important as the targets themselves. A lot of valuable 

learning actually comes from such “performance dialogues”. Also, in many OECD countries, when 

ministries and government agencies submit performance targets, they must also specify data sources of the 

information and the methodology used for determining the targets. Much importance is placed on cost 

efficiency of performance measures, to make sure that the costs of analysing and evaluating performance 

do not outweigh the benefit of performance information.  

166. OECD countries’ experiences have shown that having a procedure to integrate performance 

information into the budget process is a necessary but not sufficient condition to ensure its use in budgetary 

decision making. Other factors that also influence the use of performance indicators include: the 

institutional capacity of the ministries of finance and spending ministries; the quality of the performance 

information; and the political and economic environment that creates demand for such information.  
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Box 6. Integration of financial and performance information in the Dutch budget 

The Dutch budget system was reformed in 1999. The principal goal of the reform was to reinstitute the 
fundamental “link” between policy goals, institutional operations and financial resources. The reform was implemented 
in two directions: first, the structure and contents of budget documents was changed to incorporate goals and 
objectives of institutional operations into institutional budget documents, and second, institutions were required to 
deliver annual performance reports and to make the reports public and accessible to all parties concerned. Today, the 
Dutch budget document incorporates information on the goals and objectives pursued (for a period of 4 years) and 
already achieved (in the past 2 budget years) and the cost of achievement. 

Institutional budgets are structured around the following three basic questions: 

1) What do we want to achieve? 

2) What we will do to achieve it? 

3) What will be the costs of our efforts?  

Subsequently, at the end of a budget year, institutions and government agencies write performance reports that 
answer the following questions:  

1) Have we achieved what we had intended? 

2) Have we done what we should have done in achieving it? 

3) Did it cost what we had expected? 

To ensure good quality of non-financial information (performance information) presented in the budget document 
and annual reports, the Dutch Ministry of Finance has issued guidelines about the standard of quality of performance 
information and measurement of performance. These guidelines were further elaborated in 2006, in the Periodic 
Evaluation Research and Policy Information Regulation. 

 

167. Similar to OECD countries, EECCA countries are struggling with performance information. 

While performance budgeting is gaining grounds way in budgeting, performance information, particularly 

non-financial, is rarely used in budget and broader policy debates on priorities in EECCA. The legislature 

in most of the EECCA countries is still not interested in performance. There is no real demand for 

performance information at this stage, and performance budgeting and target setting seem to be more of a 

fashion than a real need in EECCA. 

4.2. Budget approval and the role of the legislature  

168. Most EECCA countries have reformed their budget institutions and introduced new 

comprehensive Budget Laws and/or Budget Codes. The legal framework is established not only by the 

Budget Codes, but also by the Constitution, the Annual Budget Law and other internal regulations, such as 

regulations on what happens when the budget is not approved by the beginning of the fiscal year, or what 

needs to be done when emergency situations occur. The legislature is central to all these budget issues.  

169. For the sake of our analysis, the legislature is important as it makes the final decisions on the 

allocation of resources across sectors. So, we would primarily like to know how the legislature makes these 

decisions and what kind of support it uses in its deliberations.  
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170. In all EECCA countries the central budget authority is located at the Ministry of Finance, except 

in Kazakhstan where it is located in a combined Ministry of Economy and Budget Planning. In most 

countries, the office of the President or the Prime Minister is closely involved in approval of the budget.  

171. Usually, the country’s constitution creates the political system and the macro-institutional 

framework, which sets the parameters of the relationship between the legislature and the executive. The 

formal role of the legislature in the budget process depends on the nature of executive-legislative 

relationships, which in turn is influenced by the characteristic of the party and electoral systems. EECCA 

countries have a diverse system of government, ranging from parliamentary democracy (in Kyrgyzstan, 

Moldova), presidential republic in Azerbaijan, supra-presidential (extremely strong powers for the 

president) in Belarus, semi-presidential in Ukraine, authoritarian republic in Uzbekistan, a federation in 

Russia, and a hybrid system (both presidential and parliamentary) in Kazakhstan. It seems that in general, 

the legislature in most EECCA have a strong role in the budget process. This can be seen in the fact that 

the legislature in most EECCA have the right to make changes in the detailed budget proposed by the 

executive. This happens in half of the countries, namely Azerbaijan, Georgia, Kazakhstan, Russia and 

Ukraine. In the other countries, modifications are still possible on the condition that there is no net change 

in the total budget deficit/surplus levels. Armenia is the only country where the legislature cannot make 

any changes in the budget proposed by the executive (Table 16). 

Table 16. Restrictions on the legislature to modify budgets proposed by the executive 

Country 
If there are any restrictions on the right of the legislature to modify the detailed 

budget proposed by the executive, what form do these restrictions take? 

 

Legislature may not 
make any changes, it 
can only approve or 
reject the budget as 

a whole 
 

Legislature may 
reallocate or 

increase funding 
levels but only if it 
reduces others or 

approves new 
revenue sources, 
i.e. no net change 

in total 
deficit/surplus 

Legislature may 
create new 

spending items 
but only if it 

reduces others or 
approves new 

revenue sources, 
i.e. no net change 

in total 
deficit/surplus 

Legislature is not 
restricted in its 
ability to modify 
the executive 

budget proposal 

Armenia 
     

Azerbaijan 
     

Belarus 
     

Georgia 
     

Kazakhstan 
      

Kyrgyz Republic 
     

Moldova 
      

Russia 
     

Ukraine 
     

Uzbekistan 
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172. Of course, while a legislature may be legally entitled to make changes to the budget that does not 

mean that in practice changes are always made. In EECCA however in 2007 and 2008 fiscal years, all 

countries except Armenia (in 2008) had to modify their budgets and adopt supplementary budgets. Russia 

did this 5 times. The reasons most often quoted by the countries for these supplementary budgets are 

changes in the economic situation, followed by natural disasters. These legislative amendments to the 

budget raise concerns about effective budget execution by individual ministries. For example, the budget 

of the Ukrainian Ministry of Environment, was reduced by 70% by the end of 2008 compared with initial 

budget commitments. This hindered significantly the implementation of the ministries programmes. And 

among all ministries in Ukraine, the Ministry of Environment suffered one of the largest cuts in the 

government. 

Figure 17. Major factors requiring supplementary budgets  

 

173. While parliaments in most countries in the world have the constitutional right to change the 

budget proposed by the executive, the question is on what basis such decisions are made. In many 

countries, the legislature can only make changes in spending if the overall deficit or surplus is not altered, 

for example. Sixty per cent of the surveyed countries do this as well but in the other 40% the rules for the 

legislature in approving budgets are not very clear. Anecdotal evidence has it that in the countries with 

strong presidential functions the actual budget decisions are not always taken in the legislature. In such 

countries, the legislature acts more as an executor rather than taker of decisions.  

174. In addition, members of parliament are in most part politicians who may not necessarily have 

sufficient expert knowledge to make informed decisions on resource allocations. To be able to do so, they 

need additional information and research. We asked a question about this.  

175. What countries’ responses show is that in Armenia, Azerbaijan, Belarus, Moldova and 

Kazakhstan, parliamentarians have no research resources to carry out their independent analysis, in the rest 

of the countries there is either a research office in the legislature that serves all parliamentarians (Russia, 

Ukraine) or analytical staff are attached to sector committees (Georgia, Kyrgyzstan). For information, 

many OECD countries (e.g. Australia, the Netherlands) have large research offices and even institutes 

which provide analytical support to parlamentarians and help them make better informed judgements. 

176. One particular issue of interest related to budget approval is how the legislature approves capital 

projects that require funding over several years. Seven countries out of 10 report that the legislature 

approves the level of funding on an annual basis until the project is completed, and only two countries, 

Georgia and Kazakhstan, report that the legislature appropriates the entire funding for the multi-year 

project as of the first year of approval (Figure 18). This is most likely done in the framework of the Public 
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Investment Programmes where these exist. Ukraine has not responded to this question but it is likely that 

the traditional annual appropriations apply there as well. As analysis of Ukraine shows, allocating budget 

resources on an annual basis may often create difficulties with project implementation as membership of 

parliaments change throughout the years and if resources are not committed at the outset, money may not 

be made available in the subsequent years by the new parliament. This is a common case, and many 

countries face similar situations.   

Figure 18. Approval of multi-year capital projects by the legislature 

 

177. In terms of budget execution, most countries (except Azerbaijan, Belarus and Ukraine) confirm 

that ministries’ heads are allowed to keep savings that they have realised within their budgets and 

reallocate them for expenditure different from those that have been envisaged initially in the budget. And 

this can be done without asking the legislature to authorise such reallocations of efficiency gains. This is an 

important improvement particularly in the framework of medium-term expenditure frameworks as it injects 

a level of flexibility in the execution of the individual ministries’ budgets and gives a better sense of 

ownership to government agencies in making spending decisions. However, without a proper budget 

scrutiny and audit systems are in place, this practice may also create some risks of over-estimating 

programme costs. 

Figure 19. Reallocation of efficiency savings by line ministries  

 



ENV/EPOC/EAP(2011)2 

 70 

4.3. Budget transparency 

178. Transparency of budgetary entities is usually ensured through regular reporting (financial and 

non-financial), accounting and auditing. All countries usually prepare financial reports at the end of the 

fiscal year (a busy period for the financial departments in line ministries). Line ministries are also required 

to prepare non-financial reports as well. We did not ask a specific question on this issue but from our 

experience (e.g. Ukraine) we know that these reports rarely contain detailed explanations on public 

expenditure. This issue is somewhat of a taboo. It is not easy to find such information on ministries’ (of 

environment) websites. As such it is not clear what is exactly achieved with all the money spent. Financial 

statements are not easy to understand for non-specialists and there is a need to prepare more informative 

reports. In the case of Armenia, where all line ministries are required to prepare quarterly and annual 

monitoring reports on performance, for all programmes and sub-programmes they manage, this 

information at such details is presented to the Ministry of Finance only. So, the access to that information 

is available only if it is officially requested from the Ministry of Finance. 

179. In terms of accounting, full cash basis is the most common method for presenting both the budget 

document and the financial statements of the government to the legislature. Only Russia prepares its 

budget documentation on an accrual basis. Accrual basis implies the accounting of not only cash 

transactions of the budgets but also commitments in receivables and payables. While generally this is the 

preferred accounting method, as it reveals the true financial health of economic entities, very few, even 

OECD countries, would use it in their budget documents. This method is usually used in the private sector 

but rarely in the public sector budget and financial statements. It is not easy to implement and the fact that 

Russia has started using it shows a significant level of advancement in its accounting procedures.  

Figure 20. Accounting basis for presenting government budget and financial statements 

 
 

180. Auditing of public entities accounts is a responsibility of some dedicated office. Such chambers 

exist in most EECCA. For example, this function in Russia is carried out by the Accounts Chamber, in 

Armenia, by the Control Chamber, in Ukraine, by the State Control Office. These offices are all 

independent and report to Parliament, but often lack the resources to do their job properly. 

181. The Accounting Committee in Kazakhstan reports to the President first, and then to Parliament, 

which has raised questions about its independence and transparency. The independent audit function is still 

in the process of being set up in Azerbaijan. As Figure 22 shows, in three of the countries (Armenia, 

Kyrgyzstan and Moldova), the supreme audit institution reports or provides reports (Armenia) to 

parliament or the judiciary, in 6 to president/prime minister/cabinet (Azerbaijan, Georgia, Kazakhstan, 

Russia, Ukraine, Uzbekistan) and in Belarus – it reports to all these institutions.  
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182. In most countries, ministries are audited at least once a year. However, these reports are rarely 

available to the general public. In Ukraine, for example, our analysis showed that the audit office has 

checked carefully the ministry of environment accounts several times and it has been very open about the 

irregularities they find there. It turns out that the problem is more on the side of the legislature which does 

not always take measures when such cases are reported to parliamentarians. 

Figure 21. Reporting by the supreme audit institution 

 
 

183. As part of the process of improving the transparency of public expenditure, many EECCA 

countries have established internal audit units in government institutions, including in environmental 

ministries. Figure 22 shows that only Azerbaijan, Moldova
19

 and Uzbekistan have not done so. Such 

additional internal control mechanisms help improve budgetary discipline and help work as early warning 

systems. 

Figure 22. Internal ministries’ audit units 

 
 

                                                      
19

 There is no specialised audit unit in Moldova but there is a position of in the ministry of environment of an internal 

auditor.  
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184. Altogether, over the past decade there has been a significant advancement in the reform of the 

budgetary process in the EECCA countries. New methods and approaches to budgeting have been adopted, 

new institutions built. To what extent these approaches and institutions are effective and performing is 

difficult to judge on the basis of the survey only. Many of these reforms still seem to be on paper only, they 

have not yet been fully institutionalised and as such are susceptible to external shocks. Most importantly, 

however advance reforms need time to get established as part of societal values and in administrative 

culture. Even if slowly, countries like Russia and Armenia where these reforms are most advanced, show 

that actual improvements are possible.  
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CHAPTER V. SPECIFICS OF BUDGET PLANNING AND MANAGEMENT 

IN THE ENVIRONMENTAL SECTOR  

185. As discussed already, EECCA countries have introduced a number of important reforms in their 

budgetary systems, including medium-term expenditure frameworks. Despite the fact that in a number of 

countries MTEFs have been made central to these reforms, they have often been a poor exercise of little 

practical value. At least this is the picture that emerges of the way MTEFs are being implemented in the 

environmental sector in most of the EECCA countries.  

186. This chapter looks at the major challenges with the design and implementation of multi-year 

environmental programmes as input to the MTEFs and the annual budget process. It also looks at donor 

support for the environment in the region and the way it is integrated into multi-year budgeting. In the end, 

it discusses the capacity of ministries of environment to prepare effective multi-annual programmes for 

inclusion in the MTEF process and of ministries of finance to guide this process.  

5.1. Medium-term programming and planning in the environmental sector in EECCA 

187. One of the main goals of MTEF is to make the budget process more policy-oriented and link 

policy, medium-term financial plans and annual budgets in a coherent manner. Where MTEFs and budgets 

are organised also around programmes, these programmes are usually based on some national policy and 

strategic documents. Development of sector strategies and programmes (including agreeing on objectives, 

outputs and targets as well as costing of programmes and sub-programmes) is the key entry point for the 

environmental ministries in the MTEF process. The quality of these programmes determines to a great 

extent the resource allocations that will be assigned to the sector (the overall expenditure framework) by 

the government.  

188. Not surprisingly, all EECCA countries have developed a number of strategic and planning 

documents that underpin multi-year planning in different sectors. These include, among others, national or 

regional economic and social development strategies, medium-term socio-economic development 

forecasts, sectoral strategies, and most recently, poverty reduction strategies which have played a 

particularly important role in relation to MTEFs. In addition, EECCA environmental authorities develop 

their own strategies and concepts where they define the national environmental priorities, the instruments 

for achieving these proprieties and the sources to finance policy implementation. These policy documents 

often serve as a legal basis for proposing and developing specific multi-year environmental programmes 

for inclusion in the MTEF/budget process. Unlike other strategic documents, these programmes provide 

more detail in terms of individual activities and measures, cost estimates, deadlines for implementation and 

sources of financing. However, the mere existence of such programmes does not guarantee their effective 

implementation. 

189. In all reviewed countries, in preparing their (mid-term) budgets, sectoral ministries are required 

to clearly identify their missions, objectives and how these fit into and support the overall government 

priorities. We asked the countries to quote their three most important environmental priorities. Table 17 

shows these priorities. Apart from the fact that some priorities are quite vaguely formulated, there were 

countries which could not specify the priorities their ministries are expected to be working on. If priorities 

are not clear, how are then budget requests formulated and defended?  The lack of clear priorities points to 

the lack of clear vision and unified position of the ministries of environment in the national policy debate. 
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Table 17. Current three top environmental priorities in the surveyed countries 

Country First environmental priority 
Second environmental 

priority 
Third environmental 

priority 

Armenia Programmes and measures, 
provided according to the 
comprehensive programme of 
Sevan lake 

Preservation of protected 
areas (national parks, state 
preserves, sate 
reservations, etc.) 

Other nature-
conservation measures 

Azerbaijan Preservation of biodiversity, 
restoration of natural 
resources 

Measures on combating 
desertification, mostly on 
restoration of pastures 

Harmonisation of 
environmental legislation 
with the EU legislation 

Belarus Protection, rational use, 
reproduction of natural 
resources as necessary 
conditions for providing 
favourable environment and 
ecological safety 

Reduction of the harmful 
effect of economic and 
other activities on the 
environment, by the use of 
technologies fulfilling 
requirements in the field of 
environmental protection 

 

Georgia Enhancing environmental 
protection systems 

Sustainable use of mineral 
resources 

Enhancing monitoring 
and forecasting systems 

Kazakhstan Stabilisation and  improvement 
of environmental quality 

Creation of appropriate 
mechanisms for 
sustainable development 

Modernisation and 
introduction of the 
hydrometeorological and 
ecological monitoring 

Kyrgyzstan NA NA NA 

Moldova Development of policy and 
management in the field of 
environmental protection  

Steady control of 
persistent organic 
pollutants (CO3) and other 
chemical substances 

Ecological safety and 
quality control of the 
environment 

Russia Creation of conditions for 
increasing the effectiveness in 
the use of natural resources 
 
 

 
Ensuring natural resources 
reproduction 
 

Ensuring environmental 
protection, population  

Ukraine Practical introduction of the 
environmental quality  
standards, approaching those 
of the European Union 

Dynamic creation of an 
ecological network of parks 
and reserves 

Development of the 
normative basis, legal 
acts directed toward the 
guarantee of effective 
implementation of the 
Kyoto protocol, in order 
to motivate enterprises 
to reduce the emissions 
of anthropogenic 
greenhouse gases and 
to attract additional 
resources into the 
budget 

Uzbekistan NA NA NA 
 

190. In terms of new strategic and planning documents prepared by the ministries of environment over 

the past 5 years (2003-2008), Figure 23 below shows that Russia and Belarus are the most productive 

countries. In the case of Russia, it makes it 12 documents on average per year. Whether this is a positive or 

not so positive factor for the success of Russian national environmental policies, it is difficult to judge. It is 

true that Russia is a huge country and needs a lot of strategic planning but having such a proliferation of 

strategic and planning documents may be confusing both for the ministry’s staff in implementing these 

strategies as well as for those who have to comply with them. At the same time, basically, all countries 

report that all these strategic documents and objectives are published and made available to the public at 

large. 
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Figure 23. Number of new strategies and policy documents 
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191. In some EECCA countries, however, such strategies have been prepared mainly as a result of the 

push by donors and the international community where aid-receiving countries hope that the mere 

production of such documents will bring about much needed external funds. This has been the case in 

some countries with the preparation of PRSPs (and the MTEFs for that matter). Such an approach does not 

create a sense of ownership and is counter-productive. It can also lead to frustration and cynicism among 

developing countries’ partners. In addition, a number of international analyses point out to the fact that the 

link between the PRSPs and the annual budget is not very clear and the PRSPs priorities are not adequately 

reflected in budgetary allocations. 

192. All countries prepare strategic plans for the environmental sector as well. Due to the cross-

sectoral nature of environmental management, these sectoral plans are developed by different ministries 

and agencies with responsibilities for environmental management. The two most important forms are 

feedback on proposed programmes (most likely this reflects the routine and rather formal circulation of 

documents across ministries) and stakeholder working groups. The six countries which have stated the 

stakeholder working groups/workshops as an option are Armenia, Georgia, Kazakhstan, Kyrgyzstan, 

Moldova and Russia. These seem to largely coincide with the countries where the MTEF process is more 

advanced. In most of these countries, there are specific sectoral working groups which are charged with the 

preparation of the sectoral MTEFs. 

193. In most cases, however, these sectoral plans are not supported by dedicated budgets. Strategic 

plans, are mostly prepared to identify strategic priorities but are less significant as a planning financial tool. 

Sub-sector policies, strategies and programmes are developed for medium to longer-term periods, but are 

usually not costed and do not include medium-term expenditure scenarios. 

194. Some of the countries have also moved to programme budgeting and are using programme 

budget classification. For example, in Armenia, for the last 3-4 years, this information is presented to the 

parliament as part of the budget message (but not as an annex of the budget law). Later (after approval of 

the annual budget law), the government approves the programme classification documents by quarters and 

uses that for the purpose of internal monitoring and reporting on non-financial performance. This is a long-

thought solution in the smooth transition towards a full replacement of old inputs-based classifications by 

new programme ones. The number of environmental programmes included in the MTEF/budget 

documentation in the surveyed countries in 2008 is shown in Figure 27 below. Russia (56 programmes) 

followed by Armenia (38) come with the highest number of such programmes. These large numbers do 

raise concerns about the efforts needed by the staff to implement them as well as about the quality of 

planning.  
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Figure 24. Number of environmental programmes included in the MTEF/annual budget  

If the MTEF/budget is organized around programmes, how many 

environmental  programmes are included in the current 

MTEF/budget document?
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195. It is important to point out that that the medium-term perspective to budgeting is integrated in the 

annual budget to various degrees in different EECCA. The extent to which the medium-term perspective is 

reflected in the ministries of environment budget is shown on Table 18 below. Which of these planning 

approaches is the best is difficult to say, as the answer will depend on the legal basis of the medium-term 

budgeting in each country and the capacity of the ministry to prepare medium-term budgetary plans. 

However, it is obvious that very few countries make an attempt to prepare detailed financial plans for the 

entire period covered by the MTEF. 

Table 18. Degree to which MTEF is reflected in EECCA ministries of environment budgets 

 

 

 

 

 

 

 

 

 

 

 

 

 

5.2. Design and costing of environmental programmes 

196. Preparing the MTEF documents and related programmes requires dedicated staff. Most countries 

in the region have created dedicated units to coordinate the MTEF/budget documentation process (see 

Figure 25 below). In Moldova, there is no such special unit, but this activity is coordinated by one of the 

departments in the ministry (Department of analysis, monitoring and policy evaluation). However, from 

the information that we have, only Armenia and Kazakhstan have dedicated staff in the ministry of 

environment who work on budget programming and planning issues (6 people in Armenia and 7 in 

Kazakhstan). In most other cases, it seems that these functions are assigned to regular staff members which 

they carry out along with their other routine responsibilities.  

Level of detail of MTEF reflected in ministry of 
environment budget 

Country 

The Ministry of Environment plans its budget in a 
detailed manner for the whole period covered by the 
MTEF 

Armenia, Kazakhstan, Russia 

The Ministry of Environment plans its budget for the 
MTEF period at an aggregate level only 

Azerbaijan, Kyrgyz Republic 

The Ministry of Environment plans its budget in a 
detailed manner for the next budgetary year only and 
prepares loose plans for the rest of the MTEF period 

Georgia, Moldova, Uzbekistan 

The Ministry of Environment plans its budget for 

the next budgetary year only  

Belarus, Ukraine (with loose 

plans for one year ahead) 
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Figure 25. Responsibilities for MTEF preparation in ministries of environment 
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197. In terms of the number of people involved in the preparation of programmes for inclusion in the 

MTEF/budget process, Moldova, Russia and Uzbekistan do not specify how many people are involved, 

while in Armenia, Georgia and Kazakhstan their number varies between 20 and 30, and in Azerbaijan, 

Belarus and Kyrgyzstan, the number of people involved is less than 20 (see Figure 26 below). The lack of 

staff, and even more importantly, the lack of qualified staff who can prepare realistic and economically 

sound programmes is often quoted as one of the main reasons for the poor planning process in the EECCA 

countries.   

Figure 26. Number of people involved in programme preparation 

How many people are involved in preparing programmes in the Ministry of 

Environment?
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198.  In Ukraine, these functions are assigned to a scientific institute. It should be noted that this is a 

good option and many OECD countries use the services of such institutes in the preparation of their 

programmes. It is clear that regular staff in the ministries often would not have either the time or the 

knowledge to develop and cost such programmes well. Of course, using such external services will require 

additional resources but these need to be balanced against the costs of implementing poorly designed 

programmes.  
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199. OECD experience shows that well-designed and costed environmental programmes stand a better 

chance of obtaining the resources requested. If well designed, even when there is a need for budget cuts, 

such programmes will suffer less damage. If found credible and well-justified, environmental agencies may 

even receive additional resources for high profile (and particularly new) policy priorities. As OECD 

country experiences testify, the long-term nature of some environmental (particularly environmental 

infrastructure investment) policies clearly benefit from the stability created by the medium-term 

expenditure framework and the government commitments to stick to the financial ceilings allocated to the 

sector. They also show that as the environment has risen as a priority on the political agenda generally 

more resources are made available for environmental actions and programmes. At the same time, 

environmental expenditure in these countries, as any other expenditure, is subject to the discipline imposed 

by the MTEF. This means that targets and resource availability are constantly monitored and reviewed.  

200. As can be seen in Figure 27, environmental expenditure programmes in most of the surveyed 

countries are defined mostly in terms of objectives. Kazakhstan and Ukraine did not respond to this 

question. 

Figure 27. Definition of medium-term expenditure programmes in EECCA 

 
 

201. While all ministries are involved in preparing programmes, the picture above shows that there is 

usually little understanding of what this exactly implies. Below, Box 8 provides a short description of the 

main elements that need to be considered when designing a programme and particularly an investment 

programme. Our experience in EECCA shows that many of these elements are often missing in the 

programmes developed by the EECCA ministries of environment.  
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Box 7. Essential elements of the expenditure (investment) programme 

At a minimum, each public expenditure programme should have:  

 Clearly defined objectives and priorities – these objectives should be specific, measurable, 
realistic and time-bound and priorities should be few and unambiguous;  

 Clearly defined timeframe of the programme;  

 Specified cost estimates of achieving the objectives;  

 Specified sources of financing;  

 Specified eligible project types;  

 Specified eligible beneficiaries;  

 Clearly defined terms of financing, including among others, financial instruments (eligible 
form of subsidy), co-financing requirements, maximum/minimum level of support;  

 Well-documented principles, rules, and operating procedures for project cycle management;  

 Clearly-defined and robust criteria for appraisal, selection, and financing of investment 
projects;  

 Clearly-defined procurement rules;  

 Selection of the best institutional arrangement to manage the expenditure programme, 
equipped with sufficient resources to meet its objectives, qualified staff and instruments to 
implement the programme;  

 Performance indicators for the institution managing the expenditure programme.  

Source: OECD (2007). 

 

202. When it comes to investment programmes, prepared and managed by managed the ministries of 

environment, most countries reviewed for this survey, except Kyrgyzstan and Moldova, report that they do 

manage such programmes. But only Georgia and Russia specify the number of such programmes – 26 in 

Georgia and 10 in Russia. In most cases, there are no dedicated units to manage these programmes, these 

management functions are spread across ministries’ regular staff, or we guess, the staff of environmental 

funds, where these exist. At the same time, formal and officially published rules and procedures for 

appraisal and selecting of the most cost-effective projects do not exist in most countries (see Figure 28). 

This implies certain arbitrariness in the selection of projects for financing. In addition, cost-effectiveness 

criterion is not consistently applied in the selection of projects. Even more, the meaning of this criterion is 

often not well understood and if applied at all, it usually considers the investment costs of projects only. 
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Figure 28. Availability of rules and procedures for appraisal and selection of projects in public 
environmental expenditure programmes managed by ministries of environment 
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203. This difficulty in the understanding of the programmatic exercise can also be seen in the 

experience of Ukraine with developing multi-year expenditure programmes. Some of the challenges that 

Ukraine experiences are common to many other EECCA countries. There are challenges related both to 

programme design and the actual implementation of programmes. Some of the major challenges are 

summarised in Box 8 below.  

204. When asked to assess their own capacity to prepare medium- to long-term expenditure 

programmes, only the Ministry of Nature Protection of Armenia judge their capacity as poor. Belarus and 

Ukraine assess it as good, Kazakhstan as very good, while Azerbaijan, Georgia, Kyrgyz Republic, 

Moldova, Russia and Uzbekistan believe that it is just adequate. Whether it is so, we leave it to the key 

players in these countries’ governments to decide (see Figure 29 below).  

Figure 29. Self-assessment by ministries of environment of their programmatic capacity 

How would you assess the capacity of the Ministry of 

Environment to prepare  programmes?
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Box 8. Challenges with the design and implementation of multi-year environmental programmes in 
Ukraine 

There is a general perception in the Ministry of Environmental Protection (MEP of Ukraine that when new 
environmental programmes are prepared they often repeat previous programmes. There is little new information 
and analysis in the new programme of how initial conditions have changed, the same activities are carried out 
from one year to another. In addition, programmes are overambitious and lack realistic costing. Financial 
strategies, market studies or feasibility studies are rarely prepared. The programmes lack clear and measurable 
environmental targets, performance indicators (particularly for the investment part) are not consistent across the 
years of programme implementation. Eligible beneficiaries and eligible projects are not specified anywhere 
explicitly. Co-financing requirements are not set either. Only investment data are collected, O&M costs are not 
considered. While programmes are consulted with other agencies within the government, there is rarely a 
broader debate with concerned stakeholders on the need and objectives of the programmes.  

Project appraisal is particularly weak at the MEP. The appraisal and selection criteria are rather basic. No 
proper appraisal (financial, environmental and cost-effectiveness analysis) and ranking of projects is carried out. 
Project applications are mostly checked for conformity with current legislation. Evaluated projects are not ranked 
in any order of importance, hence there are no rules for determining which projects should be financed first with 
the limited resources.  

There is little capacity in the Ministry to verify the information and data provided by project applicants. This 
prevents the Ministry from evaluating the capacity of project owners to operate and maintain the project in the 
future and achieve the objectives of the project for which they have obtained support from the ministry. As a 
result, it is not evident that the most environmental and cost-effective projects are supported by the Ministry. 
Thus, the MEP misses an opportunity to encourage the development of project preparation capacity in the 
country. In addition, due to the lack of clear rules, procedures and criteria, the final project selection is altogether 
highly discretionary and mostly left to the Cabinet of Ministers, which would have even less information on the 
projects to make well-informed judgements. 

The MEP lacks capacity to effectively monitor and evaluate projects implemented with the Ministry’s 
support. Even worse, the MEP does not collect information on achieved results of the projects it supports. Such 
information is not available from other institutions involved in programme implementation, either. Therefore, the 
role of performance indicators identified in the programme is not clear. There does not seem to be a real need or 
demand for such indicators. All this makes monitoring and evaluation of the overall programme implementation 
extremely difficult.  

It is recognised by the authorities that the present processes for investment planning and implementation 
are complicated and not well co-ordinated with the budget process. Separate planning of capital expenditure and 
related current expenditure (for maintenance and operations) has led to negative consequences, such as 
uncompleted construction projects, prolongation of construction terms, and high operating costs of completed 
projects 

The lack of capacity to coordinate and monitor programme implementation coupled with the lack of a clear 
division of funding responsibilities across various actors participating in a programme often result in further 
degradation of environmental conditions and health problems for the population. This inertia and lack of action 
usually lead to even higher future costs for the taxpayer and public purse.  

5.3. Donor aid and aid management 

205. For many years, official development assistance (and the influence of technical assistance) has 

been significant in aid-receiving countries, particularly in the environmental sector. Donor-assisted projects 

have often been “off-budget” and therefore not subject to the same discipline as activities funded through 

the national budget. Such projects have often had different reporting, contracting and procurement 

standards, all of which tie up human resources, duplicating government’s own systems. This is now being 

addressed through new aid modalities, such as sector and direct budget support.  
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206. General budget support is one of the aid instruments seen as a possible fix of some of the above 

problems. This instrument has been around for a long time but its use intensified during the last decade and 

particularly after the adoption, in 2005, of the Paris Declaration on Aid Effectiveness which called, among 

others, for better alignment of donor aid with partner countries’ national priorities, harmonisation of donor 

requirements and an increased use of partner countries’ financial systems in managing aid.   

207. General budget support is defined as a method of financing a partner country’s budget through a 

transfer of resources from an external financing agency to the national treasury of a partner country. These 

financial resources form part of the partner country’s global resources, and are consequently used in 

accordance with its public financial management system. Budget support in this context involves three key 

elements. First, the transfer of foreign exchange from a donor to the partner country’s central bank takes 

place. Second, the central bank credits the country’s national treasury with an equivalent amount of local 

currency. Finally, transfers to the central bank are made only after agreed conditions for payment are met. 

Once the transfer is made, these resources are used, along with other government resources, in accordance 

with the partner government’s public financial management systems.  

208. A broad distinction might be made between general budget support and sector budget support. In 

the case of general budget support, the dialogue between donors and partner governments focuses on 

overall policy and budget priorities, whereas for sector budget support the focus is on sector-specific 

concerns
20

. More specifically, there are three main variants of general budget support:  

 Sector Budget Support – budget support notionally earmarked to a particular sector, sub-sector 

or programme within the sector.  

 General Budget Support – budget support that is notionally earmarked for poverty reduction 

measures as a whole, but not to individual sectors.  

 Full General Budget Support – this is completely unearmarked.  

209. Data on donor support to the environment sector, provided in the survey responses by the 

countries are particularly poor. This may imply lack of information in the ministries of environment and 

also ministries of finance as to the level of donor support that goes to the country’s environmental sector. 

Basically only Armenia and Moldova reported data on donor flows for the environment.  

210. To be able to get at least some information on possible donor flows to the EECCA countries, we 

used the OECD Creditors reporting system database where all OECD members report the level of aid 

provided to different countries and sectors. Figure 33 below shows total official development assistance, in 

terms of commitments, that went to the environmental sector in EECCA between 2004 and 2008. This 

picture shows a generally decreasing trend of donor support to the countries. At the same time, if these 

numbers are correct, some countries in certain years received significant amounts of support. For example, 

in 2008, Georgia must have received about USD 400 mln as donor support for the environment. It is not 

clear at what level (national, local) and for what purposes this money was spent. It is not clear either why 

none of this support was reported in the survey. It should be noted however that while there seem to be 

some problems with data reporting on donor funds by the EECCA countries, donors themselves are not 

always very clear about their aid expenditure either. Information flows from donors on planned and actual 

flows are usually still rather weak, as our experience in Ukraine has shown. 

                                                      
20

 OECD (2006a). 
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Figure 30. Total environmental ODA, Commitments, Constant 2007 USD, mln 

 

Source: OECD Creditors Reporting System database. 

211. In terms of donor financing, direct budget and/or sectoral support is being more widely used by 

donors and seems to be replacing project financing. For example, direct budget support provided to 

Moldova in 2008 represented about 50% of all donor support and in a period of 3 years, between 2006 and 

2008, it increased more than 6 times. In Armenia, all possible forms of donor support are co-existing, 

project and programme financing, sector wide and direct budget support. In the period 2006-2008 however, 

direct budget support actually decreased as a share of total donor contributions (from 21.3 to 14.3%). 

Therefore, it is difficult to make any strict conclusions on the basis of the limited data provided in the 

survey questionnaire by the countries. However, OECD data show that over the past years donors like 

France, Germany, UK have started using this aid instrument on a regular basis.  

212. On the other hand, carbon financing is gaining place among the environmental funding sources. 

As a share of total donor financing, carbon financing has also been generally increasing in the recent years. 

In Armenia, for example, carbon financing (mitigation and adaptation) has significantly increased between 

2006 and 2008 – more than two times. It has to be noted though that there will be a lot of competition for 

resources coming from carbon funds which also makes the case for improved financial planning, if the 

environment sector would want to get access to this source. 

213. In addition to the lack of clarity on the volumes of donor environmental funds, there are a number 

of other challenges in managing donor aid. In certain case, donor support is still off-budget (e.g. 

Azerbaijan, Belarus, Uzbekistan, Kazakhstan, Ukraine), in others – audit, control and reporting procedures 

for regular budget and donor funds are different (see Figure 31 below), in third – donors support is not 

always predictable at the time of the annual budget/MTEF preparation process.   
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Figure 31. Audit, control and reporting procedures for regular budget and donor funds 
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214. When audit, control and reporting procedures for budget funds and donor funds are different this 

places a significant burden on the countries’ staff in the process of preparing budget execution reports. 

With the new mechanism of direct budget support, donors have committed themselves to harmonising 

these control and reporting procedures and using the countries’ financial and management systems for this 

purpose. In Ukraine, for example, cash funding by donors to the Ukrainian government and public sector 

entities is typically included in the annual budget and reported in budget execution reports. However, 

technical assistance and in-kind assistance are not. Altogether, however, on the basis of the survey only, it 

is difficult to generalise and make any definitive conclusions on how donors stick to these commitments.   

Figure 32. Predictability of direct budget support 
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215. It is equally difficult to draw any conclusions on the volatility of donor support and its impact on 

budget formulation or execution in EECCA in general and in the environmental sector in particular. 

However, of the 10 countries, only 4, Armenia, Azerbaijan, Kyrgyzstan and Moldova, report that the exact 

volume and timing of donor support is known and predictable at the time of the MTEF/budget preparation. 

The other six countries basically report that this issue does not concern them. This may imply two things, 

either that these countries have no experience with direct budget support (which is not always the case) or 

that this information is of no importance for the ministries of finance, in particular, because the amounts 

are, for example, insignificant. Whatever the reason though, this general lack of information on donor 

support is somewhat troublesome.  
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216. At the same time, this gradual shift to direct budget support poses new challenges to ministries of 

environment in the competition for budget resources. To a certain extent, this aid instrument introduces a 

level playing field where sectoral ministries and agencies will have to compete for access to donor funds, 

instead of negotiating them separately on their own. If reporting and predictability of donor funds are more 

an issue for the ministries of finance, designing, managing and implementing medium term programmes 

and investment projects in line with good international practices are a concern of environmental 

administrations. Donors who still care that the environmental sector in EECCA does not remain 

marginalised in this process may choose to require and support real improvements in the capacity of 

ministries of environment staff with managing their expenditure.  

5.4. Institutional capacity needs 

217. In general, the capacity of the ministries of environment to plan, prepare, finance and implement 

multi-year programmes is generally low. More specifically, there is a lack of capacity to gather information 

and data that underpin the analytical and financial basis of programmes, to conduct economic and financial 

analysis, to design rules, procedures and criteria for identifying, appraising and selecting cost-effective 

projects for financing, to monitor and evaluate projects.  

218. This overall low capacity may be a function of the generally low remuneration of EECCA 

environmental ministries’ staff compared with other more powerful ministries in the national 

administrations and subsequent high turn-over of personnel. In addition, the relatively low pay results in 

hiring staff with lower skills; those with strong professional capacities would soon leave the ministry to 

find better financial offers in the private sector or in other government offices, as this happens in a number 

of countries.  

219. Experience shows that EECCA environmental ministries have little capacity to design 

programmes in line with international good practices. There is a general perception that when new 

environmental programmes are prepared they often repeat previous programmes. There is little new 

information and analysis in the new programme of how initial conditions have changed, the same activities 

are often carried out from one year to another. In addition, programmes are overambitious and lack 

realistic costing. Financial strategies, market studies or feasibility studies are rarely prepared. While there 

may be an abundance of programmes, they often lack clear and measurable environmental targets; 

performance indicators (particularly for the investment part) are not consistent across the years of 

programme implementation. Eligible beneficiaries and eligible projects are not specified explicitly. Only 

investment data are collected, operation and maintenance costs are not considered. While programmes are 

consulted with other agencies within the government, there is rarely a broader debate with concerned 

stakeholders on the need and objectives of the programmes and the real demand for them. As a result, it is 

not evident that the most environmental and cost-effective projects are supported by public budgets. Thus, 

environmental ministries miss an opportunity to also encourage the development of project preparation 

capacity in their countries. 

220. Generally, the process for investment planning and implementation in many countries are 

complicated and not well co-ordinated with the budget process. Separate planning of capital expenditure 

and related current expenditure (for maintenance and operations) has often led to negative consequences, 

such as uncompleted construction projects, prolongation of construction terms, and high operating costs of 

completed projects.  
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221. Due to the spread of responsibilities for environmental management across a number of levels 

and agencies in the countries, there is a lack of capacity to properly coordinate and monitor programme 

implementation. This often results in further degradation of environmental conditions and health problems 

for the population. This inertia and lack of action usually lead to even higher future costs for the taxpayer 

and public purse.  

222. This general lack of capacity to plan and implement public environmental expenditure over the 

medium term as well as the fragmentation of implementation responsibilities, and related accountability, 

may well be some of the main reasons for the overall low and inadequate funding of environmental 

programmes and significant budget cuts at times of crisis.  

223. EECCA ministries of finance have a special role to play in the financing and evaluating 

environmental programmes included in the MTEF/annual budget process. Ministries of finance need to 

start seeing the environmental sector as contributing to the economic “green growth” of the countries rather 

than as a cost only. To be effective partners, ministries of finance need to better understand the challenges 

facing the environmental sector, not giving it a privileged position but rather assessing it realistically. 

Finance ministries need capacity to provide detailed guidance to environmental administrations on both 

costing and pricing of environmental products which can help raise the possibility of placing an economic 

value on differing environmental outcomes. They may also require from environmental ministries to justify 

programmes with solid market studies and sector financing strategies (where appropriate, e.g. for large 

investment programmes). In addition, there is a need for introducing clear rules and procedures for mid-

term reviews of the programmes and possible ways for adjusting them. 

224. Given the cross-sectoral nature of the environment, the preparation of robust sectoral strategies 

and programmes is a serious challenge in the EECCA countries. Significant capacity development in this 

area is needed among a range of government agencies and levels. There is also a need to work and further 

support civil society organisations and the private sector in these countries in order to help create popular 

demand for environmental improvements which can push the environment up the political agenda.  

225. In general, international development organisations play an important role in providing advice 

and technical assistance in relation to environmental policy. The MTEF process provides a new 

opportunity for donors to support capacity development in environmental and natural resource 

administrations in the competition for government resources. To help these administrations to better 

respond to the challenges posed by the MTEF process, donors could focus their technical assistance on 

developing particular skills of environmental ministries’ staff as well as the preparation of relevant tools. 

Skills related to valuing the economic costs and benefits of environmental policies and preparing public 

expenditure reviews for the sector are crucial. Strengthening the information base that supports such 

analysis is equally important. Support could also be provided for preparing methodologies and guidelines 

for how environmental programmes should be developed so that they could be integrated into MTEFs and 

subsequent annual public budgets, and demonstrate their contribution to Poverty Reduction Strategies. 

These tools however should not be developed without the active involvement of finance ministries in these 

countries.  
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CHAPTER VI. MAJOR FINDINGS AND RECOMMENDATIONS 

226. The assumption, at the start of this work, that EECCA countries may have rudimentary systems 

in support to multi-year budget planning turned to be false. The major finding of this survey is that most of 

these countries adopted MTEFs within a rather short period of time and with a very comprehensive scope. 

In most cases, the policy and legal pre-conditions for functioning medium-term expenditure frameworks s 

seem to be in place but the knowledge-based system to support their actual and successful implementation 

lags significantly behind. In other words, the devil is, as usual, in details.  

Progress on enacting reforms of public finance management (PFM) in EECCA is significant… 

227. On the whole, the national budgets in EECCA countries have become more comprehensive, 

based on more realistic macroeconomic assumptions, and more transparent than in the past, owing to 

significant progress in the reforms in the public finance management that these countries put in place. 

Some of these reforms have been driven by international financing institutions but in some countries (e.g. 

Russia) they have been a result of a genuine willingness of the government to strengthen fiscal discipline 

and improve the management of public finances. Progress in consolidating various types of government 

resources (extra-budgetary funds, public investment programmes, and quasi-fiscal activities) into budget 

documentation going through legislative scrutiny and in introducing treasury systems and single treasury 

accounts is also visible. Most of the surveyed countries introduced a full classification of government 

revenues and expenditure by economic, functional, organisational and funding codes. This facilitates the 

analysis of social and economic effects of government revenue collection and spending policies. These 

reforms were further consolidated in comprehensive Budget Codes, adopted by many of the countries, 

which also introduced a number of modern budgeting concepts and practices, such as MTEF and 

performance-oriented budgeting.  

228. Most EECCA countries are in a process of implementing or considering to implement a second 

generation of public finance reforms, such as medium-term expenditure frameworks, programme and 

performance-oriented budgets. Seven countries in the region have already introduced MTEFs, in one form 

or another. These include: Armenia, Azerbaijan, Georgia, Kazakhstan, the Kyrgyz Republic, Moldova, and 

the Russian Federation. The MTEFs in these countries (except Russia) are rolling frameworks revised 

annually. Armenia has the longest experience with preparing MTEFs, as it launched its first one in 1999, 

and Kazakhstan – the shortest (since 2008). For the first three years of its existence in Armenia, until 2002, 

the MTEF was prepared by the Ministry of Finance only with support by donors. Line Ministries were 

involved in this process only starting in 2002. At the same time, Belarus is preparing its first medium-term 

framework which is being launched in 2011 and will cover the period 2011-2013. Ukraine and Uzbekistan 

have not developed MTEFs but have introduced certain MTEF elements in their budgeting practices 

(programmatic budgets in Ukraine and medium-term macroeconomic projections in Uzbekistan). In 

general, however, most EECCA countries still use in their MTEF and the budget documents the 

Government Finance Statistics (GFS) budget classification rather than a genuine programme budget 

classification. 

229. The Russian Federation is a special case with not just a loose expenditure framework: Russia has 

gone a step ahead and has introduced 3-year budgets, the most recent one adopted by the Russian Duma in 

December 2010. Strictly speaking, very few of the OECD countries have ever worked with more than 
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annual budgets, as legislatures are not constitutionally allowed to raise taxes or approve appropriations for 

a longer period than one year. In this context, it will be interesting to follow Russia’s experiment and to 

learn from it.  

230. In terms of MTEF coverage, five countries report full coverage (Georgia, Kazakhstan, 

Kyrgyzstan, Moldova, and Russia) that is, all levels of government and all sectors are included in the 

MTEF, while Armenia and Azerbaijan report that MTEF applies to central government bodies only. The 

same five countries report that from the outset MTEF was introduced as a whole of government exercise, 

implying that ministries of environment were part of this process.  

231. Almost all countries in the region prepare some medium-term macroeconomic and fiscal 

projections, those who have IMF-supported programmes seem more likely to update them. To strengthen 

budget discipline, many countries have started introducing fiscal rules
21

 and top-down expenditure ceilings 

on initial ministries’ allocations. Armenia, Azerbaijan, Georgia, the Kyrgyz Republic, Moldova report such 

fixed limitations or hard budget constraints for individual government bodies. These hard budget 

constraints seem to be working rather well and to have introduced a certain level of stability and 

predictability in resource allocations. In addition, most countries report that the MTEF/budget process has 

been increasingly made more policy oriented and national procedures have been put in place to guide and 

coordinate the MTEF/annual budget process. Some countries (e.g. Armenia, Georgia, Moldova, the 

Kyrgyz Republic) have put in place institutional arrangements to guide and coordinate the process of 

MTEF preparation (sector working groups). 

232. In addition, Georgia, Kyrgyzstan, Uzbekistan and Ukraine have introduced programme 

budgeting, while Armenia is actively working towards introducing a full-fledged programmatic MTEF. 

Obviously, programme as well as performance-based budgeting can be introduced independently from an 

MTEF process but, in reality, it makes little sense to prepare such a heavy exercise within the limits of one 

year only. Also, most countries have introduced some kind of performance indicators or targets but these 

are mostly related to financial information and serve little purpose in the resource allocation negotiations. 

…but the adoption of MTEFs has hardly changed the political stance of budgetary processes 

233. Legislative reforms have been conducted to mandate the use of MTEFs. The main issue is how 

these reforms are translated into the real (political) life. By and large, it seems that they have been 

implemented as a condition by donors and International Finance Institutions (IFIs) granting support to the 

countries. Policy makers and parliamentarians rarely use macro-economic projections or performance 

information in their debates on policy priorities. The MTEFs are developed but not endorsed by 

parliaments. Often there are no clear links between the MTEF and the annual budgets. In sum, there is little 

real demand for these modern budgeting practices on the part of politicians.  

234. On the other hand, preparing a full-fledged MTEF is a resource consuming exercise and if the 

government is going to take a formalistic approach to its results, this will bring frustration and cynical 

attitude in staff and will be just a waste of money. There is some anecdotal evidence that this might be the 

case in some EECCA administrations. As long as parliaments and ministers do not seriously consider the 

medium term costs of the programmes in their policy and budget allocation debates, the MTEF will remain 

a technocratic exercise of little practical value. 

                                                      
21

 A multi-annual constraint on a fiscal aggregate (e.g. expenditure, revenue, budget balance or debt). It is typically 

defined in terms of an indicator of overall fiscal performance, such as the deficit/GDP ratio or the debt/GDP ratio.  
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Meanwhile, the financial sustainability of the environmental sector is further eroding  

235. During the three years that preceded the crisis in EECCA, in absolute terms, domestic public 

support to the environment sector was generally increasing in four of the countries that provided data 

(Armenia, Belarus, Moldova, and Russia). However, as a share of GDP, public environmental expenditure 

was generally decreasing (except in Azerbaijan and Uzbekistan). The share of the reported public 

environmentally-related expenditure in GDP varies significantly across the above 6 countries, from 0.02% 

of GDP in Uzbekistan in 2006 to 0.81% of GDP in Belarus (in 2006), which has the highest public 

environmental expenditure among the surveyed countries. These data should be treated with caution, as it 

is not clear how exactly countries define public environmental expenditure but in most cases data cover 

expenditure at the national level. 

236. It has to be noted that the public sector should not be the only source of environmental 

investments in EECCA. The implementation of the Polluter-Pays and User-Pays Principles suggests that 

business and consumers should have an important role in financing environmental expenditure, particularly 

as public investment declines. Unfortunately, it was not possible to collect data on private sector 

environmental investments through this survey. It is likely however that generally the private sector is not 

the major financier of environmental investments in these countries. 

237. In addition, the budgets of the environmental ministries, although increasing over the years of 

economic growth, remain negligible in comparison to other “non-economic” sectors, such as health and 

education. As a share of total government budgets, environmental authorities’ budgets range between 

0.85% (the highest) in Georgia to 0.11% (the lowest) in Uzbekistan.  

238. This picture may be more nuanced, however, since environmentally-related spending is spread 

over a large number of sectors. Further analysis, involving line ministries, can shed light on the real picture 

of environmental expenditure. Together with the transition to the green growth model of development, this 

exercise can become even more complicated due to the lack of clear “borders” of green growth, on the one 

hand, and the traditional perception of environmental action as pollution abatement, on the other.  

239. Most of the public resources of the environmental administrations go either to nature protection 

and conservation (Armenia and Moldova) or water resources protection in Belarus. These countries spent 

most of the resources on supporting current expenditure rather than investments. Russia, and particularly 

Uzbekistan, made very little or almost no new public environmental investments in the period 2006-2008.  

240. In general, access to finance for environmental investments in EECCA is limited. Domestic 

capital and financial markets are weak and borrowing is expensive, hence the role of the domestic financial 

sector in environmental investments is negligible in most EECCA countries. Public support, including 

from extra-budgetary environmental funds (where these exist) and donor aid, remain significant sources of 

finance for environmental investments in some, though not all, EECCA countries. Carbon finance, for both 

mitigation and adaptation, is a potentially important source of finance for environmental expenditure that 

EECCA countries need to exploit more consistently.  

241. In the post-2012 global climate regime, donors and IFIs will be investing significant resources to 

support non-Annex I countries (most of the EECCA countries belong to this group). Future carbon finance 

mechanisms are likely to rely to a great extent on country-based systems for programme and project 

identification and implementation. Those countries that develop the necessary skills to prepare sound 

public expenditure programmes and identify cost-effective projects will be more competitive and will stand 

better chances of benefiting from international support. In order to be successful, such programmes need to 

be also integrated into the national development strategies and medium-term budgetary processes. In 

addition, EECCA government administrations need to be willing to apply good practices in public 



ENV/EPOC/EAP(2011)2 

 90 

expenditure management, such as accountability, transparency, and efficiency. Therefore, strengthening 

EECCA administration capacities in this area is key to access international carbon finance. 

…and public environmental expenditure remains extremely opaque and fragmented 

242. One particular issue that needs special attention is the lack of (reliable) data. If aggregate data are 

more or less readily available, detailed information on spending by environmental media or types of 

expenditure are a challenge. Environmental data collection and reporting in line with internationally-

recognised standards, such as those of the OECD and Eurostat, are still a weak point in EECCA policy-

making. A number of countries were not in a position to provide sufficient public expenditure data and 

information and this raises concerns about the quality, sustainability and credibility of the environmental 

programmes prepared and supported by the environmental administrations. Without such basic data and 

understanding of what is generally financed at the national and local level, ministries of environment can 

hardly design programmes which will complement other funding sources. Problems like this become 

further magnified within the framework of medium-term expenditure planning where well-costed 

programmes are essential.  

Because of limited capacity, the environmental sector benefits only marginally from PFM reforms 

243. MTEFs have been introduced as a whole-of-government approach and the ministries of 

environment have been fully integrated in this process. While most of these ministries have extensive 

experience with preparing strategies and policies, their programmatic skills seem to be much lower. A lot 

of ministries’ staff are involved in preparing programmes, including for inclusion in the MTEF process, but 

there is often little understanding of what this exactly implies. All countries have prepared numerous 

programmes, particularly the so-called targeted environmental programmes, but these are rarely properly 

costed or supported by specific implementation measures, such as financial strategies, market studies or 

feasibility analysis. Analytical tools, such as costing or cost-benefit and cost-effectiveness evaluation 

models, are rarely used in the programming process. Programme estimates are not sufficiently robust, the 

fiscal impact and economic implications of such programmes are not always clearly identified. Hence the 

habitually poor link of these estimates with the annual budget allocations.  

244. Programmes often lack clear and measurable environmental targets and benefits, performance 

indicators (particularly for the investment part) are not consistent across the years of programme 

implementation. Generally, only investment data are calculated, operation and maintenance costs are not 

considered. Thus, environmental programmes often have little credibility. 

245. Unfortunately, the reality is that even if other, more powerful, ministries are not particularly 

better in preparing programmes, because of political priorities, these other ministries are in a position to 

obtain more adequate level of resources. Therefore, the best way for EEECA environmental authorities to 

overcome this obstacle is by developing their capacity to design, cost and defend their programmes on both 

environmental and economic terms and in line with good international practices. While it should be 

recognised that the budget process and resource allocation decisions are in large part of political nature, 

with or without an MTEF, the relatively low capacity of the environment ministries to prepare, cost and 

implement economically-sound multi-year programmes and finance cost-effective projects may have been 

one of the reasons for a low budget support for the environment. The absence of sound programming could 

contribute to a further marginalisation of environmental activities in the governments’ agenda. At the same 

time, preparing a well-designed environment programme, consistent with MTEF requirements, is not a 

guarantee of increased financing: it is a necessary but not sufficient condition. 
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Procedural and organisational problems are likely to limit the finance absorption capacity of the sector 

246. Several ministries of environment report that they have not been able to spend even the little 

resources which they obtained from the budget. This may imply some problems with expenditure 

management practices. Only Armenia, Kazakhstan and Russia have dedicated staff responsible for working 

on MTEF preparation and coordination. In the rest of the countries, these functions are fulfilled by regular 

staff who do this work along with their routine responsibilities. 

247. The management of investment projects is particularly weak in EECCA countries. In general, 

there are no robust procedures, rules and criteria to support the investment project cycle. The appraisal and 

selection criteria are rather basic. Cost-effectiveness is not a prominent criterion in the appraisal of projects 

so it is not clear if the most cost-effective projects are selected to receive public support. The fact that most 

countries do not have dedicated staff to manage (appraise, select and monitor) investment programmes and 

projects on a daily, routine, basis prevents the development of a critical mass of skills in the institution as 

well as project preparation capacity in the countries, for that matter. EECCA administrations’ record with 

managing and capacity to implement environmental investments is rather poor. This poor management of 

public environmental expenditure programmes leads to further dissipation of public funds, and weakens 

the claim of environment ministries for maintaining or increasing their budget allocation. This is 

particularly crucial when it comes to accessing international carbon funds where environmental ministries 

are often not the preferred partner. In consequence, there is a need to continue improving the programming, 

project preparation, and environmental expenditure management practices in EECCA in line with good 

international standards. 

The shift in donor financing approaches may bring new opportunities, but there is a risk of a further 

marginalisation of the environmental sector 

248. In terms of donor financing, direct budget and/or sectoral support
22

 is being more widely used by 

donors and is replacing project financing. For example, direct budget support provided to Moldova in 2008 

represented about 50% of all donor support and in a period of 3 years, between 2006 and 2008, it increased 

more than 6 times. In Armenia, all possible forms of donor support are co-existing, project and programme 

financing, sector wide and direct budget support. In the period 2006-2008 however, direct budget support 

actually decreased as a share of total donor contributions (from 21.3 to 14.3%). Therefore, it is difficult to 

make any strict conclusions on the basis of the limited data provided in the survey questionnaire by the 

countries. It is important to note that data related to donor financing for the environmental sector are also 

sparse and difficult to obtain. However, OECD database on donor financing shows that over the past years 

donors like France, Germany, UK have started using this aid instrument on a regular basis.  

249. This shift in donor support practices imposes new challenges to the ministries of environment in 

the competition for public resources as they need to learn how to work with this new instrument. There is 

some evidence that countries are having difficulties in dealing, for example, with sector budget support. 

Experience from Moldova and Ukraine shows that the lack of sound strategies and financial plans for 

spending donor resources is a serious barrier to accessing donor funds. Unless ministries of environment 

improve their expenditure management practices, they risk to remain marginalised in this process and lose 

access to donor resources. Donors, on the other hand, can contribute to good public governance by 

supporting policy dialogues and actively participating in sector working groups which are responsible for 

the preparation of sectoral MTEFs. 

                                                      
22

 Direct Budget Support (DBS) refers to aid channelled directly to government budgets, to be disbursed using their 

own allocation, procurement and accounting systems. It is important to note that DBS does not just involve the 

transfer of funds; the approach has three key elements: technical assistance or capacity building, policy dialogue and 

the transfer of resources. 
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250. Carbon financing, along with the budget and extra-budgetary environmental funds, is gaining 

place among the environmental funding sources. As a share of total donor financing, carbon financing has 

also been generally increasing in the recent years. In Armenia, for example, carbon financing (mitigation 

and adaptation) has significantly increased between 2006 and 2008 – more than two times. It has to be 

noted though that there will be a lot of competition for resources coming from carbon funds which also 

makes the case for improved financial planning, if the environment sector would want to get access to this 

source. 

Developing technical expertise and promoting further transparency are crucial 

251. Technical expertise in the preparation of programmes, setting targets and performance indicators 

and in improved project cycle management can equip ministries of environment with knowledge and skills 

that would make them more competitive. Donors have a crucial role to play in supporting such 

methodological and capacity building work in the countries. 

252. The neutrality of the MTEF process with regard to individual sectors introduces a level-playing 

field that EECCA environmental ministries may be able to benefit from should they aim to change their 

traditional way of preparing their medium and long term programmes and annual budgets. Donors can be 

instrumental in supporting countries which are willing to improve their public environmental expenditure 

management practices. A crisis period is often a good time to introduce and strengthen multi-year 

budgeting. This can help consolidate public budgets and better target policy actions as well as provide 

healthy public finance for the economy after the crisis is over. The governments and the legislatures need 

to create further demand for good practices in public expenditure management, including in the 

environmental sector, should the countries choose to improve their public finance systems and bring them 

closer to international standards.  

Analytical tools for greening MTEFs are needed 

253. Ministries of environment jointly with the ministries of finance and economy need to prepare a 

government-wide methodology for assessment of the MTEF process that will cover all environmental 

programmes prepared by different government agencies. They need to introduce clear rules and procedures 

for mid-term reviews of the programmes and possible ways for adjusting them as well as clear lines of 

responsibility for all actors involved in the implementation of the programmes. This may help overcome 

the fragmentation in the environment sector. 

Major recommendations 

254. The growing importance of the green growth economy and the neutrality of the MTEF process 

with regard to individual sectors, as a way to introduce a level-playing field, provide an opportunity to 

EECCA environmental ministries to benefit from these developments should they aim to change their 

traditional way of preparing their medium and long term programmes and annual budgets. Donors can be 

instrumental in supporting countries which are willing to improve their public environmental expenditure 

management practices. A crisis period is often a good time to introduce and strengthen multi-year 

budgeting and introduce significant reforms. This can help consolidate public budgets and better target 

policy actions as well as provide healthy public finance for the economy after the crisis is over. The 

EECCA governments and legislatures need to create further demand for good practices in public 

expenditure management, including in the environmental sector, should the countries choose to improve 

their public finance systems and bring them closer to international standards.  
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255. In this context, the major recommendations that have emerged from this survey address medium 

term budgeting in general and its application in the environmental sector, in particular. For convenience 

and clarity, they are split into three groups according to the target audience: recommendations to the 

EECCA governments, to the ministries of environmental protection, and to donors.  

 Recommendations to EECCA governments: 

 Before adopting full-fledged medium-term budget planning, introduce a medium-term 

framework to forecast budget revenues and expenditures (a forecasting MTEF), based on 

state-of-the-art econometric models. Such a framework should clearly and transparently 

reflect the level of the government’s financial commitments; 

 Move away from GFS budget classification in the MTEF and annual budget process. The 

GFS classification is good enough for statistical purposes but not as a basis for a proper 

programmatic MTEF; 

 Develop and endorse a government-wide methodology and harmonise requirements for 

preparing medium-term environmental programmes in line with international good practices 

in all parts of the government. Introduce clear rules and procedures for mid-term reviews of 

the programmes and possible ways for adjusting them by also gradually correcting the 

programme performance measurement and monitoring framework, based on experience; 

 Initiate a series of outreach events to explain to frontline staff in line ministries, and, possibly, 

the legislature, the concepts of a programmatic MTEF. Such policy dialogues could be used 

to create further demand for good practices in public expenditure management, including in 

the environmental sector; 

 Involve other relevant stakeholders in policy discussions on the need to improve medium-

term budgeting as they can help provide a broad support for such public financial reforms. 

This can also help improve communication between the government, and particularly the 

ministries of finance, and other sectoral ministries as well as demonstrate governments’ 

genuine interest in and commitment to this approach to budgeting; 

 Recommendations to EECCA Ministries of Environment: 

 Improve programme design in line with good international practices. This should include, 

among others, translating a programme’s objectives into realistic and measurable 

environmental targets and performance indicators, setting the optimal level of subsidy 

support necessary to encourage different actors to undertake environmental measures, 

introducing rigorous and binding project eligibility, appraisal and selection criteria for 

financing of investment projects; 

 Design data collection and reporting systems, for both public and private entities, in line with 

good international standard. OECD and Eurostat systems can be used as models in launching 

reforms in collecting environmental statistical information; 

 Make consistent use of financial analytical tools (sector financial strategies, market studies, 

expenditure reviews, project feasibility studies) when preparing a programme. Base the 

programme cost estimates on the findings of these tools; 
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 Ensure the increased transparency of public expenditure by improving reporting and 

information disclosure requirements as well as by strengthening internal control and external 

auditing. Improve monitoring of environmental budgetary expenditure against stated 

programme objectives and targets. Conduct and maintain regular evaluation reviews (every 2-

3 years) of overall progress with programme’s implementation; 

 Introduce regular monitoring and evaluation of (particularly investment) projects 

implemented with support from the ministries of environment (in terms of technical, 

financial, and environmental performance); 

 Ensure training and capacity development of environmental ministries’ staff with regard to 

programme design and project cycle management (in developing economic, financial, 

engineering skills). It is important that ministries of finance be closely involved in such work; 

 Develop and maintain a database of all public environmental expenditure programmes, 

including donor programmes and projects, and regularly prepare performance and financial 

reports. These should be made public and easy access to this information should be ensured 

(e.g. through ministries’ web-sites).  

 Recommendations to donors: 

 Provide precise and timely information on the amounts and timing of aid that goes to 

countries. When this is environmentally-related aid, duly inform both the ministry of 

finance/economy and the ministry of environment. This is particularly important when the aid 

is not channelled through national level institutions; 

 Align priorities with national priorities as well as with country systems (e.g. reporting and 

evaluation processes, procurement rules) that are in use in these countries; 

 Support EECCA countries’ efforts in building capacities of environmental and natural 

resource administrations in developing and costing environmental programmes in order to 

more successfully compete for budgetary resources. Donors can support the preparation of 

relevant analytical studies and methodologies and the strengthening of data information 

systems in these countries.  

Future work on integrating the environmental sector into medium-term expenditure frameworks 

256. While the work on mainstreaming the environmental sector into medium-term budgetary 

processes is still at a rather early stage of development, the EAP Task Force and donors, together with 

selected countries, are exploring possibilities, albeit limited, to move this process forward. For example, 

the EAP Task Force together with Sweden is designing a training course on medium-term expenditure 

planning for environmental ministries in EECCA which will be delivered on a pilot basis in Armenia. A 

methodology for programme design and costing is being developed and will be pilot tested in Kazakhstan. 

The purpose of this work is to assist the Kazakh Ministry of Environment to prepare a priority climate 

change programme in line with good international practices and estimate its costs with the aim of obtaining 

adequate budget and donor financing for its implementation. These projects could be replicated in other 

countries, should there be sufficient interest by other ministries of environment.  
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257. Beyond the Astana “Environment for Europe” Ministerial Conference in 2011, work on medium-

term budgetary planning in the environment sector could be further extended and focused to cover specific 

issues. One potential area to explore, more on the revenue side, is greening the budgets in EECCA and 

green tax reforms with a focus on eliminating environmentally-harmful subsidies. On the expenditure side, 

it may be worth studying the cost of inaction in the environmental sector and its implications on future 

public budgets. In any case, there will be a need to even more closely involve ministries of finance and 

other relevant institutions in this work in order to ensure that the messages are taken up in the key 

ministries and inter-ministerial forums. This work can help address issues related to the transparency of 

public environmental expenditure management and the fragmentation of environmental budgets in the 

framework of medium-term budgetary processes.  
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PART 2. COUNTRY PROFILES 
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ARMENIA 

1. Major macroeconomic indicators 

  2003 2004 2005 2006 2007 2008 2009 

Population, million inhabitants 3.211 3.214 3.218 3.221 3.227 3.234 3.267 

GDP, billion USD, current prices 2.807 3.577 4.900 6.384 9.206 11.917 8.714 

GDP per capita, USD, current prices 874 1,113 1,523 1,982 2,853 3,685 2,668 

GNI per capita, PPP (current international $) 3170 3590 4210 4940 5750 6310 .. 

GDP real growth, % change over the previous period 14.0 10.5 13.9 13.2 13.7 6.8 -14.4 

General government tax revenue,  % of GDP 14.0 14.0 14.3 14.4 16.0 17.0 .. 

General government expenditure, % of GDP 18.9 17.1 17.6 20.0 22.4 21.7 .. 

General government balance, % of GDP -1.1 -1.8 -2.6 -2.8 -2.3 -1.4 -1.5 

General government debt, % of GDP 40.9 51.5 39.7 34.3 20.5 20.0 .. 

Current account balance, billion USD -0.191 -0.020 -0.051 -0.117 -0.589 -1.372 -1.205 

Current account balance, % of GDP -6.8 -0.5 -1.1 -1.8 -6.4 -11.5 -13.8 

Trade balance, million USD -434.1 -457.9 -588.0 -896.0 1600.0 2649.0 2160.0 

External debt  (% of GDP) 63.7 52.2 38.0 32.2 23.9 .. .. 

External debt (% of goods and services) 197.9 189.7 139.1 135.9 123.8 .. .. 

Domestic credit provided by  banking sector, % of GDP 5.6 6.7 8.8 8.1 12.1 16.7 .. 

Aid, % of GNI  8.8 6.9 3.4 3.3 3.7 2.4 .. 

FDI net inflows, million USD 121 246 233 450 701 925 700 
Inflation, consumer prices, annual average, % change over the 
previous year 4.7 7.0 0.6 2.9 4.4 9.0 3.4 

Gross fixed capital formation, % of GDP 23.0 23.9 29.8 35.5 36.9 40.0 .. 

Unemployment, total, percent of labour force, end of year 10.1 9.6 7.9 7.2 7.1 6.3 .. 

        
Source: EBRD, Transition Report 2009; IMF, World Economic Outlook database 2010, World Bank, World Development Indicators 
database. 
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2. Country data tables 
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AZERBAIJAN 

1. Major macroeconomic indicators 

  2003 2004 2005 2006 2007 2008 2009 

Population, million inhabitants 8.423 8.518 8.613 8.707 8.802 8.897 8.968 

GDP, billion USD, current prices 7.28 8.68 13.25 21.03 33.09 46.38 43.11 

GDP per capita, USD, current prices 874.1 1112.8 1,523.1 1,982.1 2,853.3 3,684.6 2,667.6 

GNI per capita, PPP (current international $) 2910 3200 3940 5380 6630 7770 .. 

GDP real growth, % change over the previous period 10.5 10.2 26.4 34.5 25.0 10.8 9.3 

General government tax revenue,  % of GDP      16.74  

General government expenditure, % of GDP 28.5 25.9 22.7 27.4 27.4 27.6  

General government balance, % of GDP -0.8 1.0 2.6 -0.2 2.4 25.5 9.2 

General government debt, % of GDP 20 18.6 14.2 10.8 9.4 9.7  

Current account balance, billion USD -2.021 -2.589 0.167 3.708 9.019 16.454 10.173 

Current account balance, % of GDP -27.8 -29.8 1.3 17.6 27.3 35.5 23.6 

Trade balance, million USD -98 162 3299 7745 15224 23010 7957 

External debt  (% of GDP) 37.7 40.2 32.8 23.2 18.6 13.8 .. 

External debt (% of goods and services) 89.8 82.4 52.2 35.5 26.3 20.2 .. 

Domestic credit provided by  banking sector, % of GDP 9.4 10.9 11.2 13.1 17.2 17.1 .. 

Aid, % of GNI 4.4 2.2 1.87 1.12 0.81 0.57 .. 

FDI net inflows, million USD 2,353 2,351 458 -1,301 -5,201 -555 -903 
Inflation, consumer prices, annual average, % change over the previous 
year 2.2 6.7 9.7 8.4 16.6 20.8 1.5 

Gross fixed capital formation, % of GDP   52.88 57.71 41.31 29.70 21.40 20.09 .. 

Unemployment, total, percent of labour force, end of year .. 9.0 8.1 6.8 6.5 4.3 .. 

        

Source: EBRD, Transition Report 2009; IMF, World Economic Outlook database 2010, World Bank, World Development Indicators database.  
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2. Country data tables 
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BELARUS 

1. Major macroeconomic indicators 

  2003 2004 2005 2006 2007 2008 2009 

Population, million inhabitants 9.849 9.800 9.751 9.714 9.690 9.672 9.480 

GDP, billion USD, current prices 17.83 22.72 30.21 36.96 45.28 60.30 48.97 

GDP per capita, USD, current prices 1810 2318 3098 3805 4672 6235 5166 

GNI per capita, PPP (current international $) 6540 7530 8540 9710 10800 12120 .. 

GDP real growth, % change over the previous period 7.0 11.5 9.4 10.0 8.6 10.0 0.2 

General government tax revenue,  % of GDP 17.7 18.4 20.1 22.2 23.7 25.5 .. 

General government expenditure, % of GDP 47.7 46.0 48.0 48.0 49.0 49.5 .. 

General government balance, % of GDP -1.7 0.0 -0.7 1.4 0.4 1.4 0.4 

General government debt, % of GDP 10.4 8.9 8.3 8.8 11.5 13.0 .. 

Current account balance, billion USD 0.426 1.193 0.435 -1.448 3.032 5.209 6.326 

Current account balance, % of GDP -2.4 -5.2 1.4 -3.9 -6.7 -8.4 -13.1 

Trade balance, million USD 1,256 2,272 -638 -2,269 4,071 6,111 6,285 

External debt  (% of GDP) 23.4 21.3 17.1 18.4 28.1 24.6 .. 

External debt (% of goods and services) 36.1 31.5 28.4 30.5 46.1 39.7 .. 

Domestic credit provided by  banking sector, % of GDP 22.2 21.2 21.8 27.2 26.9 31.5 .. 

Aid, % of GNI 0.3 0.2 0.2 0.2 0.2 0.2 .. 

FDI net inflows, million USD 172 164 305 354 1785 2158 .. 
Inflation, consumer prices, annual average, % change over the 
previous year 28.4 18.1 10.3 7.0 8.4 14.8 13.0 

Gross fixed capital formation, % of GDP 23.7 25.3 26.5 29.7 31.4 32.7 .. 

Unemployment, total, percent of labour force, end of year         3.0      1.9     1.5           1.2  1.0         0.8             

           

Source: EBRD, Transition Report 2009; IMF, World Economic Outlook database 2010, World Bank, World Development Indicators database. 
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2. Country data tables 
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GEORGIA 

1. Major macroeconomic indicators 

  2003 2004 2005 2006 2007 2008 2009 

Population, million inhabitants 4.343 4.315 4.322 4.401 4.395 4.382 4.385 

GDP, billion USD, current prices 4.0 5.1 6.4 7.8 10.2 12.9 10.7 

GDP per capita, USD, current prices 919 1,188 1,484 1,765 2,326 2,937 2,448 

GNI per capita, PPP (current international $) 2,800 3,130 3,560 4,120 4,730 4,920 .. 

GDP real growth, % change over the previous period 11.10 5.85 9.60 9.38 12.34 2.31 -4.00 

General government tax revenue,  % of GDP 7.03 9.93 12.11 15.45 17.72 23.82 .. 

General government expenditure, % of GDP 18.7 19.4 24.9 29.2 33.5 37.1 .. 

General government balance, % of GDP -2.5 2.3 -1.5 -3.0 -4.2 -6.4 -9.4 

General government debt, % of GDP 61.5 47.0 36.6 28.9 22.9 .. .. 

Current account balance, billion USD -0.383 -0.354 -0.710 -1.175 -2.009 -2.915 -1.312 

Current account balance, % of GDP -7.4 -8.3 -9.8 -13.7 -19.7 -22.7 -16.1 

Trade balance, million USD -598 -719 -1,214 -2,019 -2,896 -3,894 -2,670 

External debt  (% of GDP) 49.0 39.2 33.3 25.7 30.8 35.6 .. 

External debt (% of goods and services) 151.7 111.4 106.9 77.8 106.0 127.9 .. 

Gross fixed capital formation, % of GDP 26.67 27.46 28.07 25.56 25.72 22.47 .. 

Aid, % of GNI 5.7 6.0 4.5 4.5 3.7 7.0 .. 

FDI net inflows, million USD 335 492 453 1170 1750 1564 .. 
Inflation, consumer prices, annual average, % change over the 
previous year 4.8 5.7 8.3 9.2 9.2 10.0 1.7 

Domestic credit provided by  banking sector, % of GDP 20.2 19.1 21.7 23.9 31.6 32.9 .. 

Unemployment, total, percent of labour force, end of year 11.5 12.6 13.8 .. 13.3 .. .. 

        
Source: EBRD, Transition Report 2009; IMF, World Economic Outlook database 2010, World Bank, World Development Indicators 
database. 
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2. Country data tables 
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KAZAKHSTAN 

1. Major macroeconomic indicators 

  2003 2004 2005 2006 2007 2008 2009 

Population, million inhabitants 14.95 15.08 15.09 15.40 15.54 15.55 15.57 

GDP, billion USD, current prices 30.86 43.15 57.12 81.00 104.85 135.55 109.27 

GDP per capita, USD, current prices 2064 2863 3786 5261 6748 8716 7019 

GNI per capita, PPP (current international $) 6530 7230 7830 8690 9520 9720 .. 

GDP real growth, % change over the previous period 9.30 9.60 9.70 10.70 8.90 3.20 1.17 

General government tax revenue,  % of GDP 13.08 13.91 17.15 14.85 12.28 12.66 .. 

General government expenditure, % of GDP 22.33 22.66 22.33 20.24 24.17 26.50 .. 

General government balance, % of GDP 3.02 2.45 5.76 7.21 4.67 1.06 -2.02 

General government debt, % of GDP 14.96 11.39 8.10 6.67 5.84 6.56 .. 

Current account balance, billion USD -0.273 0.335 -1.056 -1.999 -8.322 6.279 -3.405 

Current account balance, % of GDP -0.9 1.1 -1.8 -2.3 -7.8 5.1 -3.2 

Trade balance, million USD 3679 6785 10371 14700 14142 33500 14200 

External debt  (% of GDP) 74.34 76.35 76.02 91.47 92.23 78.24 .. 

External debt (% of goods and services) 153.37 145.76 142.02 178.08 189.97 139.61 .. 

Gross fixed capital formation, % of GDP 23.04 25.08 27.96 30.20 30.11 31.30 .. 

Aid, % of GNI 0.96 0.66 0.44 0.24 0.22 0.29 .. 

FDI net inflows, million USD 2213 5436 2123 6663 8000 10700 8200 
Inflation, consumer prices, annual average, % change over the 
previous year 6.65 7.13 7.90 8.69 10.79 17.14 7.32 

Domestic credit provided by  banking sector, % of GDP 14.77 21.01 24.74 32.46 40.96 33.51 .. 

Unemployment, total, percent of labour force, end of year 8.80 8.40 8.11 7.79 7.26 6.64 .. 

        
Source: EBRD, Transition Report 2009; IMF, World Economic Outlook database 2010, World Bank, World Development Indicators 
database. 
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2. Country data tables 
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KYRGYZ REPUBLIC 

1. Major macroeconomic indicators 

  2003 2004 2005 2006 2007 2008 2009 

Population, million inhabitants 5.039 5.089 5.140 5.196 5.253 5.311 5.370 

GDP, billion USD, current prices 1.92 2.22 2.46 2.84 3.81 5.13 4.57 

GDP per capita, USD, current prices 381 435 479 546 725 966 851 

GNI per capita, PPP (current international $) 1500 1610 1670 1790 1980 2150 .. 

GDP real growth, % change over the previous period 7 7.027 -0.16 3.1 8.5 8.4 2.3 

General government tax revenue,  % of GDP    14.22 16.40 16.77 .. 

General government expenditure, % of GDP 27.2 27.7 28.1 28.9 31.0 29.6 .. 

General government balance, % of GDP -4.7 -4.4 -3.4 -2.5 -0.3 -0.1 -3.8 

General government debt, % of GDP 106.9 92.9 85.9 72.5 56.8 48.6 .. 

Current account balance, billion USD 0.033 0.109 0.069 -0.087 -0.006 -0.413 0.159 

Current account balance, % of GDP 1.7 4.9 2.8 -3.1 -0.2 -8.2 -7.9 

Trade balance, million USD -57 -90 -311 -686 -1,076 -1,612 -1,331 

External debt  (% of GDP) 103.3 95.2 85.5 77.9 60.3 45.7 .. 

External debt (% of goods and services) 240.9 205.9 199.7 148.5 102.1 76.1 .. 

Gross fixed capital formation, % of GDP 13.83 14.76 14.42 23.03 24.62 22.71 .. 

Aid, % of GNI 10.78 12.39 11.29 11.15 7.43 8.31 .. 

FDI net inflows, million USD 45.5 131.5 42.6 182.0 208.1 265.2 59.7 
Inflation, consumer prices, annual average, % change over the 
previous year 3.1 4.1 4.3 5.6 10.2 24.5 6.8 

Domestic credit provided by  banking sector, % of GDP 11.6 8.4 9.4 11.6 14.0 .. .. 

Unemployment, total, percent of labour force, end of year 9.9 8.5 8.1 8.3 8.2 .. .. 

        
Source: EBRD, Transition Report 2009; IMF, World Economic Outlook database 2010, World Bank, World Development Indicators 
database. 
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2. Country data tables 
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MOLDOVA 

1. Major macroeconomic indicators 

  2003 2004 2005 2006 2007 2008 2009 

Population, million inhabitants 3.618 3.607 3.600 3.590 3.581 3.573 3.568 

GDP, billion USD, current prices 1.98 2.60 2.99 3.41 4.40 6.06 5.40 

GDP per capita, USD, current prices 547 720 830 949 1229 1695 1514 

GNI per capita, PPP (current international $) 2140 2400 2650 2860 2970 3270 .. 

GDP real growth, % change over the previous period 6.623 7.363 7.467 4.785 2.998 7.8 -6.49 

General government tax revenue,  % of GDP 14.67 16.36 18.49 19.57 20.57 20.47 .. 

General government expenditure, % of GDP 33.1 35.1 37.0 40.1 41.8 41.6 .. 

General government balance, % of GDP 1.0 0.4 1.5 -0.3 -0.3 -1.0 -6.8 

General government debt, % of GDP 58.9 46.0 34.7 34.2 28.5 21.4  

Current account balance, billion USD -0.130 -0.046 -0.226 -0.389 -0.674 -0.987 -0.428 

Current account balance, % of GDP -6.6 -2.2 -8.1 -11.7 -15.2 -16.7 -10.7 

Trade balance, million USD -623 -754 -1,192 -1,591 -2,244 -3,223 -1,903 

External debt  (% of GDP) 97.5 72.5 69.6 74.3 76.3 67.9 .. 

External debt (% of goods and services) 182.2 141.5 138.0 164.8 167.4 164.6 .. 

Gross fixed capital formation, % of GDP 18.56 21.19 24.59 28.36 34.10 34.08 .. 

Aid, % of GNI 5.52 4.04 5.05 6.03 5.54 4.5 .. 

FDI net inflows, million USD 71 146 199 223 481 679 120 
Inflation, consumer prices, annual average, % change over the 
previous year 11.7 12.4 11.9 12.7 12.4 12.7 0.0 

Domestic credit provided by  banking sector, % of GDP 29.5 32.0 31.5 34.5 40.2 39.8 .. 

Unemployment, total, percent of labour force, end of year 8.0 8.2 7.3 7.4 5.1 4.0 .. 

        
Source: EBRD, Transition Report 2009; IMF, World Economic Outlook database 2010, World Bank, World Development Indicators 
database. 
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2. Country data tables 
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RUSSIAN FEDERATION 

1. Major macroeconomic indicators 

  2003 2004 2005 2006 2007 2008 2009 

Population, million inhabitants 145.0 144.2 143.50 142.80 142.20 142.00 141.39 

GDP, billion USD, current prices 431 592 764 989 1,294 1,660 1,229 

GDP per capita, USD, current prices 2,975 4,105 5,326 6,929 9,100 11,690 8,694 

GNI per capita, PPP (current international $) 9400 10510 11570 12850 14390 15460 .. 

GDP real growth, % change over the previous period 7.3 7.2 6.4 7.7 8.1 5.6 -7.9 

General government tax revenue,  % of GDP 13.28 13.22  16.58 16.62 15.67 .. 

General government expenditure, % of GDP 29.9 27.4 31.5 31.1 34.4 33.6 .. 

General government balance, % of GDP 1.3 4.5 8.1 8.4 6.0 4.8 -6.2 

General government debt, % of GDP 27.0 20.4 13.5 9.0 7.3 6.5 .. 

Current account balance, billion USD 35.410 59.514 84.443 94.340 77.012 102.400 47.514 

Current account balance, % of GDP 8.2 10.1 11.1 9.6 5.9 6.1 4.0 

Trade balance, million USD 59,859 85,825 118,364 139,269 130,915 179,742 112,415 

External debt  (% of GDP) 43.1 36.1 33.6 31.7 36.4 28.8 .. 

External debt (% of goods and services) 122.2 104.8 95.7 93.6 119.6 92.5 .. 

Gross fixed capital formation, % of GDP 18.37 18.36 17.74 18.51 21.09 22.03 .. 

Aid, % of GNI 0.3 0.23       

FDI net inflows, million USD -1769 1662 118 6550 9158 20425 -7335 
Inflation, consumer prices, annual average, % change over the 
previous year 13.7 10.9 12.7 9.7 9.0 14.1 11.7 

Domestic credit provided by  banking sector, % of GDP 26.5 24.9 20.6 22.4 25.6 25.9 .. 

Unemployment, total, percent of labour force, end of year 8.2 7.8 7.2 7.2 6.1 6.2 .. 

        

Source: EBRD, Transition Report 2009; IMF, World Economic Outlook database 2010, World Bank, World Development Indicators database. 

 



 ENV/EPOC/EAP(2011)2 

 113 

2. Country data tables 
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UKRAINE 

1. Major macroeconomic indicators 

  2003 2004 2005 2006 2007 2008 2009 

Population, million inhabitants 47.442 47.101 46.749 46.466 46.192 45.936 45.706 

GDP, billion USD, current prices 50.13 64.88 86.14 108.00 143.19 180.34 116.19 

GDP per capita, USD, current prices 1057 1378 1843 2324 3100 3926 2542 

GNI per capita, PPP (current international $) 4450 5160 5520 6130 6840 7210 .. 

GDP real growth, % change over the previous period 9.6 12.1 2.7 7.3 7.9 2.1 -15.1 

General government tax revenue,  % of GDP 13.7 13.3 17.1 17.7 16.5 17.8 .. 

General government expenditure, % of GDP 37.2 41.5 44.1 45.1 43.8 47.3 .. 

General government balance, % of GDP -0.7 -4.4 -2.3 -1.3 -2.0 -3.2 -11.4 

General government debt, % of GDP 29.3 25.5 18.7 15.7 12.9 19.9  

Current account balance, billion USD 2.891 6.909 2.531 -1.617 -5.272 
-

12.763 -1.935 

Current account balance, % of GDP 5.8 10.5 2.9 -1.5 -4.1 -7.1 -1.7 

Trade balance, million USD -269 3,741 -1,135 -5,194 10,572 16,934 -3,500 

External debt  (% of GDP) 47.5 47.3 46.0 50.6 57.6 56.4 .. 

External debt (% of goods and services) 82.2 77.2 89.3 108.5 128.4 118.7 .. 

Domestic credit provided by  banking sector, % of GDP 33.1 31.7 33.2 45.7 61.1 81.9 .. 

Aid, % of GNI 0.66 0.57 0.48 0.46 0.3 0.35 .. 

FDI net inflows, million USD 1424 1715 7808 5604 9891 10913 .. 
Inflation, consumer prices, annual average, % change over the 
previous year 5.2 9.0 13.5 9.1 12.8 25.2 15.9 

Gross fixed capital formation, % of GDP 20.60 22.55 21.97 24.60 27.08 25.61 .. 

Unemployment, total, percent of labour force, end of year 9.1 8.6 7.2 6.8 6.4 6.4 .. 

        
Source: EBRD, Transition Report 2009; IMF, World Economic Outlook database 2010, World Bank, World Development Indicators 
database. 
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UZBEKISTAN 

1. Major macroeconomic indicators 

  2003 2004 2005 2006 2007 2008 2009 

Population, million inhabitants 25.802 26.116 26.408 26.759 27.167 27.553 27.911 

GDP, billion USD, current prices 10.1 12.0 14.3 17.0 22.3 28.6 32.8 

GDP per capita, USD, current prices 393 460 542 636 821 1038 1176 

GNI per capita, PPP (current international $) 1650 1820 2000 2190 2430 2660 .. 

GDP real growth, % change over the previous period 4.2 7.7 7.0 7.3 9.5 9.0 8.1 

General government tax revenue,  % of GDP .. .. .. .. .. .. .. 

General government expenditure, % of GDP 33.4 31.6 29.5 29.2 32.7 32.7 .. 

General government balance, % of GDP 0.1 1.2 2.8 6.8 5.7 10.5 2.0 

General government debt, % of GDP 41.6 35.1 28.2 21.3 15.8 13.1 .. 

Current account balance, billion USD 0.587 0.860 1.097 1.552 1.631 3.562 1.660 

Current account balance, % of GDP 5.9 7.0 7.4 9.1 7.3 12.8 7.6 

Trade balance, million USD -269 3,741 -1,135 -5,194 10,572 16,934 -3,500 

External debt  (% of GDP) 47.5 47.3 46.0 50.6 57.6 56.4 .. 

External debt (% of goods and services) 82.2 77.2 89.3 108.5 128.4 118.7 .. 

Domestic credit provided by  banking sector, % of GDP .. .. .. .. .. .. .. 

Aid, % of GNI 1.94 2.05 1.19 0.87 0.76 0.67 .. 

FDI net inflows, million USD 83 177 192 174 705 711 711 
Inflation, consumer prices, annual average, % change over the 
previous year 11.6 6.6 10.0 14.2 12.3 12.7 14.1 

Gross fixed capital formation, % of GDP 21.55 23.56 21.98 21.48 19.44 23.03 .. 

Unemployment, total, percent of labour force, end of year 0.3 0.4 0.3 0.3 0.3 0.2 .. 

        
Source: EBRD, Transition Report 2009; IMF, World Economic Outlook database 2010, World Bank, World Development Indicators 
database. 
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2. Country data tables 
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ANNEX I. BUDGET CLASSIFICATION SYSTEMS 

 

Line item classification: Structures expenditure by object according to the categories used for 

administrative control, for instance: salaries, travel allowances, telephone, and office materials. 

Functional classification: Structures government activities and expenditures according to their 

purpose, for instance: policing, defense, education, health, transportation and communication. The United 

Nations standard functional classification, used in the preparation of national accounts and government 

Financial Statistics distinguishes 14 major groups, 61 groups and 127 sub-groups. 

Economic classification: Structures government financial operations according to their economic 

impact, distinguishing: capital and current expenditures and revenues; subsidies; transfers from the state to 

families and other public institutions; interest payments: and financing operations. This classification is 

used in Government Financial Statistics prepared by the IMF. 

Administrative classification: Structures expenditure by the institution responsible for the 

management of funds. The structure of administrative classification will vary from country to country, as 

will the number and administrative level of the budget holder. 

Programme classification: Structures expenditures according to programmes, considered as a set of 

activities undertaken to meet the same objectives. The programme classification may correspond to a 

disaggregation of the administrative classification or may cross administrative units. 

Territorial classification: Structures revenues and expenditure by the geographical area of impact of 

the financial operation. 

Source: Based on Schiavo–Campo and Tommasi (1999). 
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GLOSSARY OF MAJOR TERMS 

Accountability A government policy or management concept that means (i) politicians and public officials have 
to respond periodically to questions concerning their activities (answerability) and (ii) must be 
held responsible for the exercise of the authority provided to them. For effective accountability, 
clear lines of responsibility must be firmly established and consistently maintained. 
Accountability measures should address three questions: accountability by whom; accountability 
for what; and accountability to whom. To ensure that accountability is properly enforced, there is 
a need for predictable and meaningful consequences related to performance. In the public 
sector, accountability of individual officials, within their organisation and to external controlling 
bodies, is applied most often to how money has been spent and what results have been 
achieved. Crucial too in democratic systems is the general accountability of ministers to 
parliament and to the public at large. 

Accounting basis Defined in the International Federation of Accountants (IFAC) as “the body of accounting 
principles that determine when the effects of transactions or events should be recognised for 
financial reporting purposes. It relates to the timing of the measurements made, regardless of 
the nature of the measurement“. There are many variations of the basis of accounting. IFAC 
identifies two basic reference points (cash and accrual) and two variations (modified cash and 
modified accrual) in the spectrum of accounting bases. Cash-based accounting systems 
recognise transactions and events when cash is received or paid. Accrual-based systems 
recognise transactions or events at the time economic value is created, transformed, exchanged, 
transferred, or extinguished and when all economic flows (not just cash) are recorded. Certain 
modifications of the cash basis recognise receipts and disbursements committed in the budget 
year and allow a specified period after year-end for payments of these to be recorded and 
reported (the so-called “complementary period”). Under certain modifications of the accrual-
based methods, physical assets are expensed at the time of purchase. 

Appraisal Examination of the details of a policy proposal or investment project on the basis of an analysis 
of its economic, financial, environmental and other effects. Policy/project appraisal is sometimes 
called ex ante evaluation. 

Appropriation 

 

Authority granted under a law by the Legislature to the Executive to spend public funds up to a 
set limit and for a specified purpose. Annual appropriations are made through annual budget 
laws or, in some countries, as separate appropriation acts consistent with the budget. 
Supplementary budget appropriations are sometimes granted subsequent to the annual law if 
the annual appropriation is insufficient to meet the specified purpose.See also Supplementary 
Budget 

Assets Property functioning as a store of value over which ownership rights are enforced by institutional 
units, individually or collectively, and from which economic benefits may be derived by holding 
them or using them over a period of time. “Tangible” assets may either be financial (e.g., cash or 
government securities) or physical (e.g., buildings, roads, national parks, etc.). Assets may also 
be “intangible” such as copyright or mineral exploitation rights. 

Audit Expert examination of legal and financial compliance or performance, carried out to satisfy the 
requirements of management (internal audit), or an external audit entity, or any other 
independent auditor, to meet statutory obligations (external audit). A particular task of internal 
audit is to monitor management control systems and report to senior management on 
weaknesses and recommend improvements. The scope of the audits varies widely, as does the 
terminology in this area, and includes (according to the auditing standards prepared by the 
International Organisation or Supreme Audit Institutions (SAI): 

1) Financial audit (regularity audit) comprising: 

- Attestation of financial accountability of accountable entities, involving examination and 
evaluation of financial records and expression of opinions of financial statements; 

- Attestation of financial systems and transactions, including an evaluation of compliance with 
applicable statutes and regulations; 
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- Audit of internal control and internal audit functions; 

- Audit of the probity (high standards of correct moral behaviour) and propriety of 
administrative decisions taken within the audited entity; 

- Reporting of any other matters arising from or relating to the audit that the SAI considers 
should be disclosed. 

Note that the first item above is commonly known as attestation audit. The third and fifth items 
are commonly known as compliance audits. 

2) Performance audit (value-for-money audit) comprising: 

- Audit of the economy of administrative activities in accordance with sound administrative 
principles and practices, and management policies; 

- Audit of the efficiency of utilisation of human, financial and other resources, including 
examination of information systems, performance measures and monitoring arrangements, 
and procedures followed by audited entities for remedying identified deficiencies; 

- Audit of the effectiveness of performance in relation to the achievement of the objectives of 
the audited entity, and audit of the actual impact of activities compared with the intended 
impact. 

Budget 

 

A comprehensive statement of Government financial plans including expenditures, revenues, 
deficit or surplus, and debt. The budget is the Government’s main economic policy document, 
indicating how the Government plans to use public resources to meet policy goals. 

Budget cycle 

 

All the major events or stages in making decisions about the budget, and implementing and 
assessing those decisions. It usually has four stages: formulation, approval, execution and audit. 

Budget year The next fiscal year for which the Legislature must approve appropriations. 

Capital (capital 
assets) 

A stock of physical or financial assets. 

Cash flow Cash flows refer to the flow of money to or from a firm or economic agent. Income is a positive 
cash flow and expenses are negative cash flows. 

Cash flow 
statement 

Statement showing where cash comes from and on what it is spent. The net result is reflected in 
the balance of the cash account as of a certain date. In its most refined form, the statement 
explains and accounts for the flows of cash rather than of working capital. 

Contingent 
liability 

Obligations that have been entered into, but the timing and amount of which are contingent on 
the occurrence of some uncertain future event. 

Cost-benefit 
analysis 

A type of analysis that includes measures in pecuniary unit of costs and/or benefits (such as 
leisure time or environmental impacts) which do not necessarily have a market value. Cost-
benefit analysis involves the application of three logical steps: (i) defining objectives and 
alternatives for accomplishing those objectives; (ii) analysing incremental changes with each 
alternative intervention versus without the respective alternative; and (iii) comparing costs and 
benefits of the various alternatives. 

Cost-
effectiveness 
analysis 

A type of analysis that compares projects or programmes having broadly common outcomes or 
outputs. Used to compare alternatives for which major outputs can be identified but not valued. 
Cost-effectiveness indicators include the cost per unit of output, or units of output per unit of 
costs, and is aimed at identifying the least costly method of achieving a particular good or 
objective. 

Current 
expenditure 

Spending on wages, benefit payments and other goods and services that are consumed 
immediately. 

Depreciation The reduction in the value of an asset over time that is brought about through physical use or 
obsolescence. Under accrual accounting, depreciation estimated over the useful life of an asset 
is progressively deducted (written off) from the value of the asset each year. Depreciation as 
recorded in business accounting, or as allowed for taxation purposes, may deviate from the 
value of consumption of fixed capital estimated for the national accounts, especially during 
periods of inflation. 

Discount factor A discount factor is a number that reflects the value in the present of a unit of money received in 
the future. A discount factor of 0.95 for money received in a year’s time indicates that the value 
of a monetary unit received in a year’s time is worth only 95 cents today. The discount factor is 
related to the discount rate through the following equation: 1 = (1+i)

n
, where i is the rate of 
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interest (discount rate) and n is the number of years.  

Discounting A method of comparing costs or benefits that will occur (or have occurred) at different times. 1 
Euro in year n is given a “present value” of 1/(1+r)

n
 Euro in year 0, where r is the “discount rate”.  

Discount rate The discount rate is a number used to calculate the net present value of a stream of future 
benefits and costs. It usually represents the cost of capital for the person or entity calculating the 
net present value of the stream. 

Discretionary 
spending 

Public expenditure that is governed by annual or other periodic appropriations, rather than by 
formulas or criteria set forth in authorising legislation. 

Dual budgeting Dual budgeting refers only to a dual process of budget preparation, whereby the responsibility 
for preparing the investment or development budget is assigned to an entity different from the 
entity that prepares the current budget. 

Earmarking Tax earmarking is the practice of assigning revenue from specific taxes or group of taxes to 
specific government activities or areas of activity. 

Economic 
composition of 
expenditure 

The economic composition of expenditure implies that government financial operations are 
structured according to their economic impact, distinguishing: capital and current expenditures 
and revenues; subsidies; transfers from the state to families and other public institutions; interest 
payments: and financing operations. This classification is used in Government Financial 
Statistics prepared by the IMF. 

Economic cost The economic cost of an activity or resource is the cost to society of that activity or resource. 
Economic costs include the private costs borne directly by economic agents undertaking the 
activity, and all other costs borne by other economic agents. For example, the economic costs of 
driving automobiles include the private costs of petrol and wear and tear on the vehicle borne by 
the vehicle operator, plus the additional costs of congestion, borne by other users of the roads 
plus the costs of pollution, borne by society in general. 

Effectiveness The extent to which programmes achieve their expected objectives, or outcomes. Effectiveness 
is the most important element of value for money in the public sector. Goods or services may be 
provided economically and efficiently but, if they do not achieve their intended objectives, the 
resources used will be largely wasted. 

Efficiency The relationship between the goods and services produced by a programme or an activity 
(outputs) and the resources used to produce them (inputs). Efficiency is measured by the cost 
per unit of output. 

Excludability The ability of suppliers to restrict the availability of outputs to those who can pay for it, or by 
other criteria. See also Public goods. 

Expenditures The term “expenditures” is sometimes loosely used to refer to cash payments. However, a strict 
definition is the cost of goods and services acquired, regardless of the timing of related 
payments. Expenditures on goods and services occur at times when buyers incur liabilities to 
sellers, i.e. when either (i) the ownership of the goods and services concerned is transferred 
from the seller to the new owner; or (b) when delivery of the goods and services is completed to 
the satisfaction of the consumer. 

Expenses The term “expense” defines the set of transaction flows that reduce net worth over the 
accounting period. Expense transactions include compensations of employees, use of goods 
and service transactions, consumption of fixed capital, property expenses (interest and rent), 
social benefits, subsidies, and miscellaneous transactions, such as transfers to non-profit 
organisations and compensation of damage or injury. Acquisition of non-financial assets and 
financing transactions are not expense transactions.  

Extra-budgetary 
agency/account 

The term generally refers to government activities that are not included in the annual budget 
presentation. Moreover, they may be subject to different systems of cash management, control 
and reporting than the budget itself. A wide variety of extra-budgetary arrangements are used, 
including agencies (such as social security agencies) set up under separate legislation, 
commodity agencies that use proceeds of commodity aid, and earmarking certain revenues for 
specific purposes (e.g., through environmental funds).  

Financial 
management 

The legal and administrative systems and procedures put in place to permit government 
ministries and agencies to conduct their activities so as to ensure correct usage of public funds 
that meets defined standards of probity, regularity, efficiency and effectiveness. Financial 
management includes the raising of revenues; the management and control of public 
expenditures; financial accounting and reporting; cash management; and in some cases, asset 
management. 
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Financial 
reporting 

The communication of financial information by an entity (e.g., the government, a line ministry, an 
agency) to interested parties (e.g., parliament, the ministry of finance). It encompasses all 
reports that contain financial information based on data generally found in the financial 
accounting and reporting system. 

Financial 
statements 

The accounting statements prepared by a reporting entity to communicate information about its 
financial performance and position. An accrual accounting system commonly entails the 
preparation of a Financial Position Statement, or Balance Sheet, which shows the total assets, 
liabilities and the net worth; a Financial Performance Statement, or Operating Statement or 
Income Statement, which shows the revenues and expenses of the period; and a Statement of 
Changes of Net Worth, which explains movements in the opening and closing balances. These 
accrual-based statements are supplemented with a Statement of Cash Flows which shows how 
operations and future growth are financed.  

Financial 
sustainability 

The assessment that a project will have sufficient funds to meet its resource and financial 
obligations, whether these funds come from user charges or budget sources; will provide 
sufficient incentives to maintain the involvement of all project participants; and will be able to 
respond to adverse changes in financial conditions. 

Fiscal policy Government actions with respect to aggregate levels of revenue and spending. Fiscal policy is 
implemented through the budget and is the primary means by which the Government can 
influence the economy. 

Fiscal risk Includes uncertain costs of specific expenditure commitments, such as financial restructuring, 
and/or the potential for adverse budgetary effects resulting from variations in economic 
assumptions. 

Fiscal rules A multi-annual constraint on a fiscal aggregate (e.g. expenditure, revenue, budget balance or 
debt). It is typically defined in terms of an indicator of overall fiscal performance, such as the 
deficit/GDP ratio or the debt/GDP ratio. See also Golden Rule 

Fiscal space Fiscal space is commonly understood as the “room in a government’s budget that allows it to 
provide resources for a desired purpose without jeopardising the sustainability of its financial 
position or the stability of the economy. Such space is needed in order for governments to 
increase spending on national priority areas. Fiscal space can be created by phasing out of 
existing expenditures or through growth in total available resources, either in the form of 
additional revenue or aid inflows.  

Fiscal year The Government’s accounting period, which need not necessarily coincide with the calendar 
year. 

Functional 
composition of 
expenditure 

The functional composition of expenditure implies that government activities and expenditures 
are structured according to their purpose, for instance: policing, defence, education, health, 
transportation, environmental protection. The United Nations standard functional classification, 
used in the preparation of national accounts and government Financial Statistics, distinguishes 
14 major groups, 61 groups and 127 sub-groups. 

Golden rule A rule which requires that, either annually or over the economic cycle, borrowing is restricted to 
the financing of investment expenditures. See also Fiscal Rules 

Goals and 
objectives 

Both terms are used to describe the desired, measurable results to be achieved from 
government programmes or activities. “Goals” (or “general objectives”) typically refer to broad 
results which may take a number of years to achieve and often involve many people, activities, 
processes, and intermediate achievements. “Objectives” (or “specific objectives”) tend to refer to 
more specific results, often precisely measured (time, cost, number, quality) which can usually 
be accomplished in a shorter time period, and are often an intermediate step in achieving a 
broader goal. 

Governance Governance is the exercise of political powers to manage a nation’s affairs. Sound governance 
invokes as essential elements political accountability, freedom of association and participation; 
reliable and equitable legal frameworks; transparency; and effective and efficient public sector 
management. 

Grants A grant is a voluntary current or capital transfer between government units, or between a multi-
national organisation and a national government (e.g., TACIS grants). In addition, a voluntary 
transfer to a private organisation or a person is often also called a grant. 

Income 
Statement 

A financial statement of a company’s or agency’s operations showing a company’s/agency’s 
revenues, expenses, and income for a period of time such as a year or a quarter. Figures for the 
same period in the previous year usually are included for easy comparison. 
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Institution Sometimes used synonymously with the term “organisation” or “body”, e.g., a ministry or 
government office. However, the term is also increasingly used in a different sense, to describe 
the formal and informal rules that determine behaviour, and the enforcement of these rules. 

Internal rate of 
return 

The internal rate of return is the discount rate which would give a zero net present value for an 
investment. It is equivalent to the discount rate r that satisfies the following relationship: 
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where Bt is the benefit stream, and Ct is the cost stream. The internal rate of return is then 
compared with the market rate of interest to determine whether or not a proposed project should 
be undertaken. 

Net Present Value The net value of a set of costs and benefits after they have been discounted to a specific time. It 
is most often applied to the costs and benefits of constructing and using a proposed capital 
investment over its lifetime, discounted to the year in which construction would start. The net 
present value is equivalent to the number that results from the following expression: 
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where the discount rate r, the benefit in year t is Bt, the cost in year t is C, and N is the time 
horizon. The net present value of a stream is equivalent to the amount that would have to be 
invested today in order to obtain a return r for N years.  

Line item A line item is an appropriation that is itemised on a separate line in a budget. In public budgeting 
it refers to the lowest or most detailed level where a political sanction of spending (i.e. an 
appropriation) is given in law. The lower the level, the more restrained the executive is regarding 
reallocating spending. 

Macroeconomic 
framework 

Tool to check the consistency of assumptions or projections concerning economic growth, the 
fiscal surplus or deficit, the balance of payments, the exchange rate, inflation, credit growth and 
its share between the private sector, policies on external borrowing, and other macroeconomic 
estimates. 

 

Mandatory 
spending 

Public expenditure that is governed by formulas or criteria set forth in authorising legislation, 
rather than by periodic appropriations. 

Multi-year 
expenditure 
estimates 

A projection of Government expenditures beyond the upcoming budget year. 

Nominal 
expenditure 

Actual monetary value of expenditure in terms of the purchasing power of the day (at current 
prices). Nominal terms do not take into account the effect of inflation on the real value of money. 
Annual Government budgets are in nominal terms. Occasionally multi-year budgets are 
presented in real, or inflation-adjusted, terms. 

Operating costs The day-to-day expenses incurred in running an activity or a project. 

Outcomes Economic or social changes brought about by a policy measure, programme or activity. 
Outcomes are distinct from outputs, which measure the immediate effects of a programme or 
activity. For example, the outcome of a random breath-testing campaign conducted by the police 
may be a decline in drunk driving, while one of the outputs could be the number of drivers 
charged with exceeding the legal alcohol limit. Programmes usually have two types of outcomes: 
(i) end outcomes that reflect the desired end or ultimate results that the programme or activity 
aims to achieve; (ii) intermediate outcomes that are expected to lead to the ends desired but are 
not themselves ends. 

Outlay Refers to government expenditures. 

Outputs The products and services produced directly by a programme or activity. Outputs are important 
e.g., in setting targets for staff to achieve and measuring performance but do not in themselves 
indicate the extent to which progress has occurred toward achieving a programme’s ultimate 
purpose. Depending on their nature, outputs may or may not be easy to measure, e.g., the 
number of wastewater treatment plants built is easier to measure than the quality of advice on a 
policy issue submitted by an environmental official to the minister concerned. 

Performance Strictly defined, it is only a budget that explicitly links each increment in resources to an 
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budgeting increment in outputs or other results. Broadly defined, a performance budget is any budget that 
presents information on what Government organisations have done or expect to do with the 
money provided to them. The latter is also sometimes referred to as performance-informed 
budgeting. 

Performance 
measures 

Performance measures are the inputs, processes, outputs and outcomes used to assess the 
economy, efficiency and effectiveness of the activities of an organisation. They are quantitative 
or qualitative factors or variables that provide a means to measure achievement, to reflect the 
changes connected to an intervention, or to help assess performance. 

Performance 
targets 

Performance targets refer to specific outputs or outcomes that are to be achieved by a 
Government organisation. They can usually be accomplished in a shorter time period than goals 
or objectives, and are often an intermediate step in achieving the latter. 

Pro-cyclical fiscal 
policy 

A pro-cyclical fiscal policy implies that spending goes up (taxes go down) in booms and 
spending goes down (taxes go up) in recessions. 

Programme A group of activities intended to contribute to an identifiable set of government objectives (e.g., 
achieving a certain environmental standard). A programme should have an identifiable target 
population; a defined budget, staffing and other necessary resources; and clearly defined 
objectives and outputs. 

Public goods Public goods are goods that either cannot or should not be produced for profit. The first type of 
goods cannot be produced for profit because the producer cannot preclude anyone from 
enjoying the benefits of the good, including those consumers who do not want to pay for it. A 
lighthouse, for example, benefits all ships that see it, even if a particular ship does not want to 
pay a fee to maintain it. Such public goods are called “non-excludable”.  

The second type of public goods should not be produced for profit because one person’s 
consumption does not deprive others from consuming the same good at the same time. For 
example, any number of people can look at the same sunset at the same time without reducing 
each other’s enjoyment or any number of people can listen to the same radio station at the same 
time. Such goods are known as “non-rival”. For non-rival, the marginal cost of consumption is 
zero, in the sense that one person’s enjoyment of the good does not diminish another’s. 

Quasi-fiscal 
activities 

Activities (under the direction of Government) of central banks, public financial institutions and 
nonfinancial public enterprises that are fiscal in character. This means that, in principle, they can 
be duplicated by specific fiscal measures, such as taxes, subsidies or other direct expenditures, 
even though precise quantification can in some cases be very difficult. Examples include 
subsidised bank credit and noncommercial public services provided by an enterprise. 

Rate of return The rate of return is the remuneration to investment stated as a proportion or percentage. It is 
often the internal rate of return, or the discount rate that is needed to make the net present value 
of an income stream be equal to zero. The financial rate of return is the internal rate of return 
calculated when all the inputs and outputs are reckoned at market prices. The economic rate of 
return is the internal rate of return based on economic opportunity costs. 

Reallocation Also referred to as Virement. A movement of funds from one account to another, which can be 
limited by formal rules. To prevent misuse, Government organisations must normally seek 
authorisation to make such transfers. 

Reserve fund Also called Contingency Reserve. A separate fund or a budget provision set aside to meet 
unforeseen and unavoidable requirements that may arise during the budget year, like natural 
disasters or armed conflict. 

Revolving fund An account or fund in which the income derived from its operations is available to finance the 
fund’s continuing operations without fiscal year limitations. 

Sectoral 
committees 

Committees of the Legislature that have jurisdiction over a particular policy area, e.g. health, 
education or environment. In contrast, some committees have a Government-wide remit, e.g. 
finance or budget committees. 

Supplementary 
budget 

Also called Adjustment Budget or Supplemental Budget. It contains the proposed amendments 
to the main annual budget. This is the mechanism with which the Government seeks legislative 
approval for spending that differs from the original budget and appropriations. Supplementary 
budgets are given legal force through adjustment or supplemental appropriations. 

Supreme Audit 
Institution (SAI) 

The public body of a State which, however designated, constituted or organised, exercises by 
virtue of law, the highest public auditing function of that State. 

 


